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W-01303A-09-0343, et al.
Volumes I through VIII, Concluded
May 18 through June 3, 2010

Phase II

STATUS OF ORIGINAL EXHIBITS

FILED WITH DOCKET CONTRUL

Anthem Golf 8: Country Club (AGCC Exhibits)

land 2

Anthem Community Council (Anthem Exhibits)

13, 14, 16 through 18

Arizona-American Water Co. (A Exhibits)

5, 39 through 43, 45 through 50



DMB White Tank, L.L.P. (DMB Exhibits)

1

W.R. Hansen (Hansen Exhibits)

3 through 5

Marshall Magruder (Magruder Exhibits)

1 through 4

Town of Paradise Valley (PV Exhibits)

1

Residential Utility Consumer Office (R Exhibits)

12 through 21

The Resorts (RES Exhibits)

land 2

Staff (S Exhibits)

12 through 16

Larry D. Woods (Woods Exhibits)

1



EXHIBITS UTILIZED IN PHASE I
Filed with Docket Control on 05-11-2010

Anthem Community Council (Anthem Exhibits)

1 through 12

Arizona-American Water Co. (A Exhibits)

1 through 4, 6 through 38

W.R. Hansen (Hansen Exhibits)

lands

Residential Utility Consumer Office (R Exhibits)

1 through 11

Staff (S Exhibits)

1 through 11



CONFIDENTIAL EXHIBITS
Retained by ALJ Wolfe

Anthem Community Council (Anthem Exhibits)

15

Arizona-American Water Co. (A Exhibits)

44

Copy to :
Ms. Teena Wolfe, Administrative Law Judge
Mr. Thomas Campbell, Arizona-American Water Co.
Ms. Maureen Scott, Staff
Mr. Daniel Pozefsky, RUC()
Mr. Lawrence V. Robertson, Anthem Community Council



IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM WATER DISTRICT AND ITS
SUN CITY WATER DISTRICT

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS R.ATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
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DISTRICT AND ITS SUN CITY WEST
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EXECUTIVE SUMMARY

Desi Howe testifies that:

t

I

i

The Anthem Golf and Country Club (the "Club") is a 36-hole championship golf course. In
addition to two golf courses, the Club features two clubhouses, tennis courts, pools, spa services,
formal and casual dining, golf shops, locker rooms, and fitness facilities.

I

The Club is the largest non-potable initiation water customer in the Anthem District. The Club
maintains the courses through irrigation with reclaimed water provided by Arizona American Water
Company ("AAWC") subject to its non-potable initiation rate. Based on the Anthem community's
location and a Maricopa County ordinance precluding the Club's extraction of groundwater for
initiation purposes, AAWC represents the Club's sole irrigation water supply. The primary
component of the irrigation water delivered to the Club is treated wastewater effluent.
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The proposed non-potable imation rate increase from the present rate of $1 .43/1 ,000 gallons to
~$2.92/l ,000 gallons represents a 104.2% increase in water rates. If approved, since 2008, the rate
will have been raised from $0.62/1,000 gallons to $2.92/1,000 gallons - an increase of greater than
370%. Assuming the proposed rate increase takes effect, the Club's annual irrigation water costs
will increase from approximately $600,000 per year to more than $1 .2 million per year. Irrigation
water is the largest component of the Club's annual utilities budget and this increase would make
water an even larger component of the Club's current budget.
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Without water for irrigation, the Club could not continue its operations, and the corresponding
benefits provided by the Club to the community - the recreational opportunities, the aesthetic
impacts of maintaining a green course, as well as the increase in real estate values realized by
homeowners within the community due to the proximity and availability of the Club - would cease.
A rate increase that undermines the Club's ability to operate profitably not only might deprive the
Anthem community of these benefits, but might further disrupt the unstable real estate market in the
community, where many homes are already in foreclosure proceedings.
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I. INTRODUCTION AND QUALIFICATIONS

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

A. My name is Charles Desmond "Desi" Howe, Jr. My business address is 2708 W. Anthem

Club Drive, Anthem, Arizona 85086, and my business phone is 623-742~6201 .

Q, IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED?

A. I am employed by Anthem Golf and Country Club (the "Club") as its General Manager.

Q, PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE CLUB.

58

A. I am responsible for the management and operations of Anthem Golf and Country Club. I

also act as a regional manager and I am additionally responsible for the management and operations

of Gainey Ranch Golf Club and Seville Golf & Country Club.

Q- PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND EDUCATION.
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A. I have a Bachelor of Arts degree from Heidelberg College. Shave over 18 years of

experience in the golf and hospitality industries and I have worked at all types of facilities in the

United States, including many world renowned resorts and country clubs.

Q, HAVE YOU TESTIFIED BEFORE THIS COMMISSION BEFORE?

A. No. On behalf of the Club, I provided comments on AAWC's last rate Anthem District

proposed rate increases, including comments on due Recommended Opinion & Order, in the

proceedings under Docket No. WS-0103A-06-0403 .
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11. PURPOSE OF TESTIMONY

Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?
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A. My testimony is intended to describe the Club's use of water received from Arizona-

American Water Company (AAWC) for the Club's irrigation purposes, and to outline the potential

impacts of the proposed rate increase. Pursuant to the September 24, 2009 Procedural Order in

these proceedings, this testimony pertains to all issues other than rate design. The Club will submit
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separate testimony regarding rate design.

111. DESCRIPTION OF CLUB OPERATIONS

Q- WHERE IS ANTHEM GOLF AND COUNTRY CLUB LOCATED?

A. The Anthem Golf and Country Club ("the Club") is located in Anthem, Arizona and in

Maricopa County. The Club lies within the AAWC's Anthem Water District.

Q- PLEASE DESCRIBE THE CLUB'S ACTIVITIES.
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A. The Anthem Golf and Country Club (the "Club") is a 36-hole championship golf course,

consisting of the Ironwood and Persimmon 18-hole courses, Tucked into the quiet beauty of the

high Sonoran desert foothills, the unique hillside setting provides extraordinary mountainous views.

In addition to the 36 holes of golf, the Club features two clubhouses, tennis courts, pools, spa

services, formal and casual dining, golf shops, locker rooms, and two Fitness facilities. The Club

currently has 585 memberships providing golf privileges to the Club's courses. Additionally, each

of the over 2,860 lot owners within the Anthem community are considered social members of the

Club and have membership privileges to the Club's social and fitness facilities, as well as reduced

greens fees for use of the Club's courses.
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I v . DESCRIPTION OF THE CLUB'S IRRIGATION WATER USE

Q~ WHO IS THE WATER PROVIDER FOR THE CLUB?

A. The Club receives water from AAWC subject to its non-potable initiation rate. The Club is

the largest non-potable im'gation water customer in the Anthem District. Based on the Anthem

community's location and a Maricopa County ordinance precluding the Club's extraction of

groundwater for irrigation purposes, AAWC's deliveries of non-potable irrigation water represent

the Club's sole irrigation water supply.
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Q- PLEASE DESCRIBE THE CLUB'S IRRIGATION WATER USE.

A. The Ironwood and Persimmon courses are permitted to be imlgated with reclaimed water,

pursuant to two Arizona Department of Environmental Quality reclaimed water permits.

The Club's irrigation water demands are relatively consistent, with the primary variable affecting its

water use from year to year being the weather, which is outside the Club's control. The Club's

SB 535288 \0:098000.00l s 4
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average initiation water use from 2007-2009 was just under 405 million gallons per year, with a less

than 5% variation from year to year.

:
;

Q, WHAT IS THE SOURCE OF THE CLUB'S NON-POTABLE IRRIGATION

WATER?

A. The primary component of the initiation water AAWC delivers to the Club is treated

wastewater effluent. This is water that is already being delivered to the community for residential

or commercial use, and there is no additional infrastructure necessary to deliver it to the community

-the reclaimed water is simply water that has already served its initial purpose that is being reused.

v. DESCRIPTION OF PROPOSED RATE INCREASE AND POSSIBLE IMPACTS ON

THE CLUBs
»-I
=¢'u

Q- PLEASE SUMMARIZE THE PROPOSED RATE INCREASE.
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A. In the present rate proceeding, AAWC is proposing to increase the Anthem District non-

potable irrigation rate by 104.2 % from the present rate of $1 .43/1,000 gallons to approximately

$2.92/1,000 gallons. If the Commission approves AAWC's proposal, pursuant to a decision in this

proceeding and the Commission's June 2008 Decision No. 70372 in Docket WS-01303A-06-0403,

since June 2008, AAWC's non-potable im'gation rate in the Anthem District will have risen from

$0.62/1,000 gallons to $2.92/1,000 gallons - an increase of greater than 370%.

Q. PLEASE EXPLAIN THE POSSIBLE IMPACTS OF THE PROPOSED RATE

INCREASE ON THE CLUB AND ITS OPERATIONS.
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A. If the Commission approves AAWC's proposed non-potable irrigation rate increase, the

Club's annual irrigation water costs will increase from approximately $600,000 per year to $1 .2

million per year. Initiation water is the largest component of the Club's annual utilities budget,

representing over one half the total budget. The proposed 104.2% increase would raise the Club's

initiation water costs from one half to almost 75% of its annual utilities budget. Unfortunately, if

the Commission grants the proposed increase in irrigation rates, the Club's operation costs would

rise significantly, which would be borne by the Club's.

Without water for initiation, the Club could not continue its operations, and the corresponding

benefits provided by the Club to the community .- the recreational opportunities, the aesthetic
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impacts of maintaining a green course, as well as the increase in real estate values realized by

homeowners within the community due to the proximity and availability of the Club - would cease.

A rate increase that undermines the Club's ability to operate profitably not only might deprive the

Anthem community of these benefits, but might further disrupt the unstable real estate market in the

community, where many homes are already in foreclosure proceedings.

Q» DOES THIS CONCLUDE YOUR DIRECT TESTIMONY REGARDING ALL

ISSUES OTHER THAN RATE DESIGN?

Yes.
:

F

I

I

3
8
8
3
M -

_g
.39

=a
so

5
vo

E
ca

EZ
8
8
an

1
2
3
4
5
6
7
8
9

10
11

12
8 13

183; 14
E" 15

16
17
18
19
20
21
22
23
24
25
26
27
28

!

I
!

6

I
r

A.

SB 535288 v2:098000,0015



. l *
4

"  o 1

PROOF OF SERVICE

ORIGINAL and thirteen (13) copies of the
of the foregoing filed
this 19th day of February 2010 with:

Docket Control
ARIZONA CORPORATION COMMISSION
1200 West Washington
Phoenix, Arizona 85007

Copy of the foregoing served,
by United States Mail,
this 19th day ofFebmaly 2010, to:
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Thomas H. Campbell
Michael T. Heller
LEWIS AND ROCA LLP
40 North Central Avenue, Suite 1900
Phoenix, AZ 85004
Attorneys for Arizona-American Water Co.

Larry Woods, President
PROPERTY OWNERS AND RESIDENTS
ASSOCIATION
13815 East Camino Del Sol
Sun City West, AZ 85375
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Judith M. Dworkin
SACKS TIERNEY PA
4250 North Drinkwater Blvd., 4th Floor
Scottsdale, AZ 85251-3693
Attorney for Anthem Community Council
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Lawrence V. Robertson, Jr.
P.O. Box 1448
Tubae, AZ 85646-1448
Attorney for Anthem Community Council

Greg Patterson
916 W. Adams, Suite 3
Phoenix, AZ 85007
Attorney for WUAA
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Janice Alward, Chief Counsel
Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, AZ 85007

Steve Olga, Director
Utilities Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix. AZ 85007
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Dated: February 19. 2010
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Docket Control
ArizonaCorporation Commission
1200 West Washington
Phoenix, AZ85009

Once the doaJment has been filed, please send back a conformed copy to our office in the enclosed
prepaid, self-addressed envelope.

Please find enclosedtheoriginal and 14 copies of the following document for filing:

April 12, 2010

vIA FEDERAL EXPRESS
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RE:

SB 541963 v11098000.0015
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In the Matter of the Application of Arizona-AmericanWater Company
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IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM WATER DISTRICT AND ITS
SUN CITY WATER DISTRICT

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM/AGUA FRIA WASTEWATER
DISTRICT, ITS SUN CITY WASTEWATER
DISTRICT AND ITS SUN CITY WEST
WASTEWATER DISTRICT
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NOTICE OF ERRATA
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On February 22, 2010, the Anthem Golf and Country Club filed the Direct Testimony

Regarding Issues other than Rate Structure of Desi Howe, on Behalf of Anthem Golf and Country

Club ("Direct Testimony"). The Direct Testimony was erroneously dated February 22, 2009, and

should have been dated February 22, 2010. Additionally, words were inadvertently left out of the
28
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testimony, requiring die following correction: the sentence on page 5, lines 24-26, should be

corrected to read "Unfortunately, if the Commission grants the proposed increase in irrigation rates,

the Club' s operation costs would rise significantly, which increased costs would be borne by the

Club and its members."

DATED: April 12, 2010

By:
Bradley J. Herrera
Brownstein Hyatt Farber Schrock, LLP
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One Arizona Center
400 E. Van Buren
Phoenix, AZ 85004-2202
Attorneys for Resorts

Daniel Pozefsky
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Phoenix, AZ 85007
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Via Federal Express

TO:

RE:

DATE'

Enclosed is an original and 14 copies of our Notice of Filing Direct Testimony of Desi Howe.
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1200 W. Washington
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IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY ANDFOR INCREASES
IN. ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM WATER DISTRICT AND ITS
SUN CITY WATER DISTRICT

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM/AGUA FRIA WASTEWATER
DISTRICT, ITS SUN CITY WASTEWATER
DISTRICT AND ITS SUN CITY WEST
WASTEWATER DISTRICT
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ANTHEM GOLF AND COUNTRY CLUB'S NOTICE OF FILING DIRECTTESTIMDNY
REGARDING RATE STRUCTURE AND RATE CONSOLIDATION

The Anthem Golf and Country Club hereby liles the Direct Testimony Regarding Rate

Structure and Rate Consolidation of Desi Howe.
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RESPECTFULLY SUBMITTED this 30th day of April 2010.

By:
ridley J Ema

Brownstein Hyatt Farber Schrock, LLP
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ORIGINAL and thirteen (13) copies of the
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IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM WATER DISTRICT AND ITS
SUN CITY WATER DISTRICT
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DIRECT TESTIMONY
REGARDING RATE STRUCTURE AND RATE CONSOLIDATION
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DESI HOWE

ON BEHALF OF
ANTHEM GOLF AND COUNTRY CLUB
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1 EXECUTIVE SUMMARY

2

3

Desi Howe testifies that:

4

5

The Club receives water for irrigation purposes from the Company pursuant to its Anthem Water
District Non-Potable Initiation Rate. The present rate is $1 .43/1 ,000 gallons and the Company is
proposing an increase of roughly 79% to 32.5648/1,000 gallons. The Company is not proposing
rate design changes at the district level, and has not prepared a cost of service study for this case,
but allocated requested revenue requirement increases by district pro-rata to each customer
class/tariff for that district. Since it has not submitted a new cost of service study, the Company has
indicated that it will accept any party's use of cost of service data from the previous rate case for
each district.

s
.1

6
7
8
9

10
ll
12

36 13
14

The present and proposed rate structure in the Anthem Water District disproportionately allocates
the costs of service to Non-Potable Irrigation Rate customers. This does not achieve either of the
objectives of having rates represent costs of service or inducing water conservation. The Club's .
water use is dictated by limits set by the Arizona Department of Water Resources and the weather.
The Club is already incentivized to use as little water as possible, as a means of reducing its own
irrigation costs, which represent the Club's largest operating utility expense.

3

8
85 5.

83%
8
VA

The Club does not take a position on rate consolidation, but defers to the Commission's discretion
as to whether consolidation should be ordered in this case. The Club is interested in additional
detail on any Company proposal that would limit the increase in the Non-Potable Initiation Rate. If
the Company proposes to establish a statewide framework for non-potable rates in conjunction with
the recommendations of the Arizona blue ribbon panel on water sustainability, a more concrete
proposal should be addressed in its May 14, 2010 testimony.
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1. INTRODUCTION AND QUALIFICATIONS

Q, PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

1

2

3

4

5

6

7

8 1

A. My name is Charles Desmond "Desi" Howe, Jr. My business address is 2708 W. Anthem

Club Drive, Anthem, Arizona 85086, and my business phone is 623-742-6201 .

Q- ARE YOU THE SAME DESI HOWE THAT SUBMITTED DIRECT TESTIMONY

REGARDING ISSUES OTHER THAN RATE STRUCTURE ON BEHALF OF ANTHEM

GOLF AND COUNTRY CLUB IN THIS CASE ON FEBRUARY 22, 2010?

Yes.

=

A.

5
E
8

no 13

14

I
11. PURPOSE OF TESTIMONY

Q- WHAT IS THE PURPOSE OF YOUR TESTHVIONY REGARDING RATE DESIGN

AND RATE CONSOLIDATION IN THIS CASE?

9

5 10
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A. On February 22, 2010, I submitted testimony regarding the Anthem Golf and Country

Club's (the "Club's") use of water received from Arizona-American Water Company (the

"Company") for its irrigation purposes, and to outline the potential impacts of the proposed rate

increase on the Club. This testimony is intended to describe the proposed rate strucme for the

Club's rates and present the Club's position regarding rate design and rate consolidation. For a

summary of my testimony, please see the preceding Executive Summary. '

33
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111. THE COMPANY'S PROPOSED RATE STRUCTURE

Q- PLEASE DESCRIBE THE COMPANY'S PROPOSED R.ATE STRUCTURE FOR

THE CLUB'S WATER RATES.

A.

A. As described in my February 22, 2010 testimony, the Club receives water for irrigation

purposes from the Company pursuant to its Anthem Water District Non-Potable Irrigation Rate .

(Howe, Page 4, lines 19-23.) The present rate is $1.43/1 ,000 gallons. In the present rate case, the

Company initially requested a 104.22% increase among all rates in the Anthem District (Gutowski

3
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Schedule H-3, Page 1.) In response to Staf'Fs rebuttal testimony, the Company has agreed to reduce

its requested rate increase for die Anthem District to a rate of $2.5648/1 ,000 gallons, which would

constitute a roughly 79% increase.
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As described in the Revised Direct Testimony of Thomas M. Broderick, in this rate case the

Company is not proposing rate design changes at the district level, and has not prepared a cost of

service study for this case. (Broderick Revised Direct, Page 8, lines 3-5.) The Company has

allocated requested revenue requirement increases by district pro-rata to each customer class/tariff

for that district. Since it has not submitted a new cost of service study, the Company has indicated

that it accepts any party's use of the cost of service data from the previous rate case for each district

for purposes of supporting rate design proposals in this case. (Broderick Revised Direct, Page 8,

lines 6-8.)

Q- WHAT IS .THE CLUB'S POSITION ON THE COMPANY'S PROPOSED RATE

STRUCTURE FOR THE ANTHEM WATER DISTRICT?

I
I
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A. In the previous rate case for the Anthem Water District (Docket No. WS-01303A-03-

04043), the Club tiled comments on the Anthem Water District's rate structures as proposed (March

27, 2008 Comments of Desi Howe) and comments on the Recommended Opinion & Order (May

21, 2008 Comments of Desi Howe) (collectively, the "2008 Comments"). In its 2008 Comments,

the Club detailed its concerns with the rate structure in the Anthem Water District, including that

the rate did not achieve the Company's stated goals, as it disproportionately burdened Non-Potable

Irrigation Rate customers relative to the cost of service described in the Company's cost-of-service

study for the Anthem Rate District.

i
I
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The Club also commented that it did not agree with the Company's testimony that the

setting of an irrigation rate significantly higher than that required to recover the costs of service

would "promote its efficient use while remaining competitive with alternatives", nor did it agree

with the Recommended Opinion & Order that this disproportionate burden would "promote

conservation." The Club also took exception to the use of this cost-shifting mechanism that would

"mitigate the revenue increase for other customers" while one of the Company's stated goals in

designing rates in the Anthem Water District was to "steadily move toward cost-based rates while

4

I

1

I
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treating customers equitably." The 2008 Comments are attached hereto as Exhibit AGCC-1 and the

concerns the Club expressed in those comments are reiterated below.

Q, WILL THE COMPANY'S PROPOSED NON-POTABLE IRRIGATION RATE

STRUCTURE RESULT IN GREATER WATER CONSERVATION BY THE CLUB?

8
8
8 3 8

A. No. The Club does not require any additioNal incentives toward efficient use or water

conservation. The Club's water use for im'gation is already limited by many factors. Initially, the

Club, as an industrial turf irrigator within the Phoenix Active Management Area, is limited by a

prescribed conservation allotment as to the amount of water that may be used to irrigate the Club's

courses. Secondly, the Club is not able to significantly reduce its irrigation water consumption.

The Club has already taken steps to minimize its water use through the implementation of efficient

initiation technology. While the Club has taken these steps to minimize use, its initiation water use

is tO a large extent out of its control, as the primary variable affecting it - the weather - is out of the

Club's control.

il38:
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sm Finally, as described in my March 22, 2010 Testimony, initiation water is the largest

component ofthe Club's utilities budget. (Howe, Page 5, lines 21-26.) For this reason, the Club

already has sufficient incentive to minimize its water use - as a means of minimizing its own

operating costs. The irrigation rate increases proposed by the Company will not have the effect of

decreasing the Club's irrigation water use, but only the effect of increasing its initiation costs.
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Q- IS THE CLUB OTHERWISE CONCERNED THAT THE PROPOSED NON-

POTABLE IRRIGAITON RATE GREATLEY EXCEEDS THE COST OF SERVICE?

I

I

A. Yes; Based on the Company's proposed maintenance of the existing rate structure, the

proposed rate structure will maintain the disproportionate burden on non-potable irrigation

customers of carrying the Anthem District's costs of service. The primary component of the

initiation water delivered to the Club is treated wastewater effluent. This supply exists independent

of irrigators' needs for it. It is a constant supply, based on its origination from the hardened demand

of interior water use within Anthem. The infrastructure needed to treat wastewater within the

Anthem Community is necessary regardless of the Club's irrigation use with the treated effluent. If

5
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the Club did not use the treated wastewater effluent, the Company would have to pay to have the

water transferred to another location for storage and recovery before it could be put to use. The

Club's use of reclaimed water for irrigation purposes does a service to the community and the

Anthem/Agua Fria Wastewater System by providing one mechanism for the safe disposition of the

community's wastewater.

8-1
.1
.1

The Club is also concerned as to the allocation of effluent costs as betweenNon-Potable

Im'gation Rate customers and the extent to which these may overlap with wastewater treatment

costs being recovered through wastewater rates. It is unclear to the Club why in the Anthem

District effluent is sold by the Water District, when it is generated by the Wastewater District, when

other Company Wastewater Districts, such as the Mohave Wastewater District, have a separate

"effluent tariff"

:

en
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Q-

RATE CONSOLIDATION

DOES THE CLUB TAKE A POSITION REGARDING RATE CONSOLIDATION?

3
8
3@
=~3
88
R a
E
8

A. No. The Club defers to the Commission's discretion as to whether consolidation should be

ordered in this case.
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Q, WHAT IS THE CLUB'S POSITION ON THE INCORPORATION OF THE

RECOMMENDATIONS OF ARIZONA'S BLUE RIBBON PANEL ON WATER

SUSTAINABILITY? =

A. Prior to the inclusion of the concept in the April 7, 2010 Rebuttal Testimony of Thomas M.

Broderick (Broderick, Pages 15-16), the Club was unaware that the Company intended to propose

the use of such a mechanism as part of the present rate case. Initially, the Club is interested in any

proposal by the Company that would result in a reduction in the requested increase in the Non-

Potable Initiation Rate. However, the Club questions whether setting rates in order to incentivize

use of non-potable supplies would accomplish that goal within the Anthem District, as the District

is plumbed to allow extensive effluent use and the only water supplies available to the Course are

non-potable supplies. If the Company wishes to consider the implementation of such a mechanism,

a more concrete proposal should be addressed in its May 14, 2010 testimony.
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Iv. CONCLUSION

Q, DOES THIS CONCLUDE YOUR DIRECT TESTIMONY REGARDING RATE

DESIGN AND RATE CONSOLIDATION?

Yes.
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Opinion No. 2008

Complaint Descn'ption:

67078 Date: 3/13/2008
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Desi Howe
Anthem Golf & Country Club
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Cqmplalnt By:

Account Name:

Street:

State: Zip: lg Business

Utility Company.

Division:

Contact Name:

Nature of Comal inf:
3/12 xxxaooc DOCKET no. WS-01303A-06-0403

Arizona - American Water Company
Water

Contact Phone:_

DO CKETE D
MAR 17-2008

commission

RE: Docket No. ws-0130sA.03-0403
I
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Pursuantto the Administrative LawJudge's October 5, 2006 Procedural Order inthe above referenced rate
proceeding, the Anthem Golf and Country Club(the "Club") submitsthe following comments In regard to the
ArizonaAmericanwater Company's.(AAwC) requested rateincreases. The Clubobjectsto AAWC's proposed
increase inits irrigation rate. The requested130% increase inthe irrigation rate would result inan increase in
the Club's annual billson the order of hundreds of thousands of dollars and would disproportionately burden
irrigation customers.
The Club

The Club is a 36-hole championship golf course. consisting of the Ironwood and Persimmon 18- hole courses.
Tucked into the quiet beauty of the high Sonoran desert foothills. the unique hillside setting provides
extraordinary mountainous views.Inaddition to the 36 holes of golf, the Club features two clubhouses, tennis
courts, pools, spa services, formal and casual dining, golf shops, locker rooms, and fitness facilities.

The Club currently has 602 memberships providing golf privileges to the Club's courses. Additionally, each of
the over 2800 lotownerswithin the Anthem Community are considered social members of the Club and have
membership privileges to the Club's social and fitness facilities, and reduced greens fees for use of the Club's
courses.

I

I
i

The Clubmaintains the coursesthrough irrigation withreclaimedwater provided byAAWCsubject to its
Irrigationrate, TheIronwood andPersimmon courses are permitted tobe irrigated withreclaimedwater,
pursuantto two ArizonaDepartment ofEnvironmentalQualityreclaimedwaterpermits. Based on the Anthem
Community's location and a Maricopa County ordinanceprecludingthe Club's extractionof groundwater for

AL
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ARIZONA CORPORATION COMMISSION

UTILITY COMPLAINT FORM

irrigation purposes, AAWC represents the Club's sole irrigation water supply

Impact of Proposed Rate Increase

AAWC's irrigation rate under its present tariff providesa commodity rate of$0.62 per 1,000 gallons. In the
current proceeding, whilebacking down from its initially requested 200 % Increase in irrigation rates, AAWC
continues to request an increase of over130% in the irrigation rate - to $1 .43 per thousand gallons

The Club's irrigation water supply is its lifeblood. Without water for irrigation, the Club could not continue its
operations. and the corresponding benefits provided by the club to the Community- the recreational
opportunities, the aesthetic impacts of maintaining a green course, as well as the increase In real estate values
realized by homeowners within the Community due to the proximity and availability of the club- woufd cease, A
rate increase that undermines the Grub's ability to operate profitably not only might deprive the Anthem
community of these
benefits, but might further disrupt the unstable real estate market in the community, where many homes are
already in foreclosure proceedings

In 2007, the two 18 hole courses used approximately 400,000 thousand gallons of irrigation water delivered
byAAWC. representing ever $265,000 in annual water bills. This is the largest component of the Club's annual
utilities budget - over one third - and under AAWC's proposed rate increases. in a year like 2007, these costs
would rise to over $600,000. This almost $350,000 increase would raise the Club's irrigation water costs from
one third to almost 75% of its annual utilities budget

AAWC has justified its rate increases, in pan, as representing the true cost of the services provided to its water
and wastewater customers. The Club's membership rates arc similarly structured in order to take into account
the costs of the Club's operation. Unfortunately, if the Commission grants the proposed increase in irrigation
rates, the Club's operation costs would rise significantly,requiring the Club to similarly raise its members' dues

Equity of Proposed Irrigation Rate \increase

AAWC's proposed increase in its irrigation rate is greater proportionately than the increase proposed for any
other class of water Customers. AAWC supports its rate design through the testimony of Charles Loy. Mr. Loy's
testimony justifies the disproportionate irrigation rate increase based on the goals identified in his written direct
testimony, including

Set irrigation rates significantly higher to promote its efficient use while remaining competitive with
alternatives": and

Steadily move toward cost-based rates while treating customers equitably

I
I

(Direct Testimony ofCharles boy, September 26,2006, p. 7.) It is the Club's view that AAWC's proposed
increases in irrigation rates will notaccomplish either of these goals

The Club does not require any additional incentives toward efficient use or water conservation-as described
above, its largest utility cost operating cost is its water usage. The Club is already incentivized to minimize its
water use - as a means of minimizing its costs. In order to minimize its water use, the Club utilizes water
efficient irrigation technology. And, while Mr. Loy justifies the disproportionate increase to be borne by irrigation
customers based on their use being more elastic than that of other classes of customers (Direct Testimony of
Charles boy, September be, 2007,p. Io), this is not the case as the primary variable affecting its water use - the
weather - is out of its control. The irrigation rate increases proposed by AAWC will not have the effect of
decreasing the Club's irrigation water use, but only the effect of raising its irrigation costs

I

I
whine Mr. Loy states that one of the goals for his rate design was to move toward cost-based rates while treating
customers equitably, his testimony demonstrates that irrigation customers are being asked to bear a
disproportionate share of the proposed move toward cost-based rates. W hile AAW C has asked to increase
residential water rates less than necessary to ref lect its costs of residential service, AAWC would raise irrigation

l

1

i

I

I

I

I

I
I

i



q 1

t
I

I

U

v

l

l
8:

I:
1
1

E
E1
i

ARIZONA CORPORATION COMMISSION

UTILITY COMPLAINT FORM
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water rates to almost twice the costof service. AAWC has requested a 130% increase in irrigation rates while
the cost of service study relied upon by Mr. Loy indicates a rate increase of only 46% would bring AAWC's
irrigation rate into equilibrium with Its costs of providing irrigation water. (Direct Testimony of CharlesLoy,
September 26, 2006, p, 8, Exhibit CEL-1.)
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Mr. Loy states that this almost 300% difference is fair, based on the "significant costs and resources associated
with the delivery of water that is ultimately used for irrigation purposes." (Direct Testimony of Charles Loy,
September 26, 2006, p- 9.) As Mr. Loy states, the primary component of the irrigation water delivered to the
Club is treated wastewater effluent. This is water that is already being delivered to the community for residential
or commercial use, and there is no additional infrastructure necessary to deliver it to the Community -the
reclaimed water is simply water that has already served its initial purpose that is being reused. Every gallon of
reclaimed water put to use by the Club for irrigation purposes is one additional gallon of potable water available
to AAWC's customers for other purposes. The infrastructure needed to treat wastewater within the Anthem
Community is necessary regardless of the Club's irrigation use with the treated effluent, and while the Club may
not pay a portion of those infrastructure and treatment costs as pan of its irrigation rate, it does pay those costs
through its own wastewater rates associated with the Club's clubhouses, fitness facilities, maintenance
buildings and golf course restrooms.

Mr. Loy's testimony's discussion of the rates charged by other reclaimed water suppliers within the State is not
relevant to the present proceedings. As the Commission is aware, the Anthem Community is an isolated
community and the Club must rely on AAWC's Anthem system for its water supplies. The Club's use of
reclaimed water for irrigation purposes does a service to the community and the AntbemlAgua Fria Wastewater
System by providing a means for the safe disposition of the community's wastewater.

Conclusion

The club asks that the Commission consider these comments in its ruling on irrigation water rate increases
proposed by AAWC in this proceeding. These rate increases will disproportionately burden irrigation users with
those claimed costs of service that AAWC wishes to pass through to its ratepayers. Though not discussed in
these comments. the agreements underlying AAWC's costs have never been approved by the Commission and
AAWC's costs could have been more fairly recouped through AAWC's ex ante determination of a rate increase
schedule approved by the Commission. The rate increases requested by AAWC would constitute the type of
rate shock disfavored by the Commission - increasing the Club's irrigation costs by hundreds of thousands of
dollars annually. While any rate Increase will substantially impact the Club's operating costs, the Club believes
the Commission Staffs proposed rate increase to $0.88 per thousand gallons to be more reasonable.
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Should you have any questions on comments, please feel free to contact me.

Desi Howe
Regional Manager
*End of Complaint*

Utilities' Response:

Investigators Comments and Disposition:

Letter to customer:

March 14, 2008

I RE: ARIZONA AMERICAN WATER

I

I
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i



ARIZONA CORPORATION COMMISSION

UTILITY COMPLAINT FORM

Dear Mr. Howe,

Your letter on behalfof Anthem Golf & Country Club regarding the Arizona American water ("AAW") rate case
will be placed on tile with the Docket Control Center of the Arizona CorporationCommission ("Commission") to
be made pan of the record. The Commissionwill consider your comments before a decision is rendered in the
AAW application.

The concerns raised in letters received from customers will assist the Commission in the investigation and
review of  the rate application. The Commission's independent analysis of the utility and its rate request
attempts to balance the interest of the utility and its customers.

Commission Staff is very sensitive to the burden that high utilityrates can place on the consumer, and though
constitutionally required to allow a fair return to the utility, does everything within its authority to protect the
consumer.

Staff appreciates your comments and the interest taken on the proposed rate increase. If you should have any
questions relating to this Issue, please call me toll free at (800)222-7000.

Sincerely,

ITrishMeeter
Consumer Service Analyst
Utilities Division

*End of Comments*

i
I

Date Completed: 3/t4/2008

Opinion No. 2 0 0 8  -  6 7 0 7 8
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wav MEEHNG AGENDA

Arizona Corporation Co
Docket Control
1200 West Washington Street
Phoenix, Arizona 85007-2927

E133 ram' 2! F32:2LI

(4 » » - r r t

RE: Comments of Anthem Golf and Cduity ' ` . . ` 4
Docket No. WS-01303A-06-0403 u

Arizu 1. Corporation Commission

TED
G O L F & C O LUB

J* ... - »>..'1§: . 4  » . . 2 i C . 2 I ] 0 8

Péu § mmended Opinion &order .

The Anthem Golf and Country Club (the "Club") submits the following comments regarding the
Administrative Law Judge's Recommended Opinion & Order ("ROO") in the above-captioned
proceeding. The Club maintains its 36-hole chaihpionsliip golf course through irrigation with
reclaimed water provided by-the Arizona American Water Company (AAWC) subject to its
irrigation rate. Based on the Anthem Community's location and a Maricopa County ordinance
precluding the Club's extraction of groundwater for irrigation purposes, AAWC represents the
Club's sole source of irrigation water supply.

DOCKETEU no g"

ml,

Comments were previously submitted by the Club (docketed March 17, 2008) in this proceeding,
objecting to AAWC's requested irrigation rate increase, based on its disproportionate burden on
irrigation customers ("March 17 Comments"). Those comments are incorporated herein by
reference.

The R00 would Increase AAWC's Irrigation Rate by 131%

Initially, the ROO incorrectly describes its recommended increase in irrigation rates. The ROO
recommends an increase in AAWC's irrigation rate from $0.88 per 1,000 gallons to $1 .43.
(ROO, 13:15-17.) However, AAWC's current tariff includes an irrigation rate of $0.62 per
1,000 gallons. @Np:// ee.state.az.us/Divisions/Utilities/Tariff/anthem water tariffs.pd£')
Increasing the irrigation rate to $1 .43 is a 131% increase, not the 63% increase indicated in the
Recommended Option - a substantial difference. The ROO should be corrected in order to
accurately describe the impact of its recommendations on AAWC's irrigation customers.

I

The RO0's Irrigation Rate Increase is Not Rea unable

i

As mentioned above, the ROO finds the 63% increase in AAWC's irrigation rate from $0.88 per
1,000 gallons to $1.43 per 1,000 gallons to be reasonable. It should again be pointed out,
however, that the 'increase to $1.43 per 1,000 gallons is actually a 131% increase in AAWC's
irrigation rate. The R00 recommends the increase in the irrigation rate on the basis that it will
"promote conservation and mitigate therevenue increase for other customers." (ROO, 13: 15-
17.) This finding, and the recommendation for adoption on that basis, is unsupported in the
ROO and the Club believes such an increase to be unreasonable, in light of the following:

As described in the March 17 Comments, irrigation customers, such as the Club, have
pre-existing incentives to minimize water use, and an increased water rate will not create
any greater incentive to conserve water, The Club's water demands are relatively
consistent, with the primary variable affecting its water use &om year to year being the
weather, which is outside the Club's control. As the Club's irrigation costs are the largest

I

l
I

2708 w, Anthem Club Drive I Anthem, AZ 85086 I ph: 623 742-6200
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I

component of its utilities budget, the Club is already incentivized to minimize its water
use to whatever extent it is able. Assuming that the recommended increased irrigation
rate becomes effective June 1, 2008, the Club's projected irrigation water costs will
increase over $245,000 during the final seven months of 2008. Using an average year's
projected irrigation water use, the 131% increase in irrigation rates would result 'm an
increase of almost $350,000 in the Club's annual irrigation water costs. The ROO's
proposed 131% increase 'm irrigation rates will nothave the effect of reducing the Club's
irrigation water use, but only the effect of raising its irrigation costs,

The mgiority of the warm provided to AAWC's irrigation customers i s treated
This-supply exists independent of irrigators' needs for it. It is~ a constant

supply, basedon its Origination firm-thehardeneddemand ofinterior water use witiain
the Anthem Coimnunity. Irrigation use of tllis treated wastewater providesthe
community with a convenient mechanism for its disposition, and the Club'suse of treated
wastewaterin lieu of potable waterNees that potable water for use elsewhere in the

The proposed 131% increase in AAWC's irrigation rate disproportionately burdens
irrigation customers with AAWC's revenue increase. (See ROO, [initiation rate increase
MI1 "mitigate the revenue increase for other customers."].) AAWC's own expert,
Charles Loy, acknowledged this 'm his testimony, where he stated that only a 46%
increase in irrigation rates was necessary to bring the rate into equilibrium with the cost
ofproviding the service.

1

The ROO provides no support for its finding that the recommended 131% increase in irrigation
rates is reasonable 'm light of these facts. The Club asks that the Commission, in adopting an
order in these proceedings, address these issues. Should you have any questions on comments,
pleasqfeel free no contact me.

i

Des Howe .
Regional Manager

I

I

Mike Gleason, Commission Clmailmnan
William A. Mundell, Commissioner
Jeff Haltqh-Miller, Commissioner
Kristin K. Mayes, Commissioner
Gary Pierce, Commissioner

SB 46716:4 v2:098000.001§
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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
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ANTHEM COMMUNITY
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OF DIRECT TESTIMONY OF
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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
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PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS ANTHEM/AGUA
FRIA WASTEWATER DISTRICT, ITS SUN CITY
WASTEWATER DISTRICT AND ITS SUN CITY
WEST WASTEWATER DISTRICT

) DOCKET no. W-01303A-09-0343
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
) ,

21

By means of this submittal, the Anthem Community Council hereby provides notice of its
23

filing of Direct Testimony of Michael L. Amdt.
24

25
Dated this 17"' day of May 2010.

26 Respectfully submitted,

27
Judith M. Dworkin
Sacks Tierney PA28
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1 4250 North Drinkwater Blvd., 4111 Floor
Scottsdale, Arizona 85251 -3693

2

3
and

4

5

Lawrence V. Robertson, Jr .
p .  o.  Box 1448
Tubac, Arizona 85646-1448

6

7

8

Byé i -. -, 1> \2& ®
Lawrence V. Robertson, Jr.
Attorneys for Anthem Community Council

9

10
The original and thirteen (la) copies of the
foregoing Notice are being emailed/mailed
this 17"' day ofMay2010 to:1 1

1 2

1 3

Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

1 5 A copy of the foregoing Notice is being
mailed or emailed this same date to:

1 6
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1 7

1 8

Teena Wolfe, Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 850071 9

20 All parties of record

2 1
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23

24

25

26

27

28
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IN THE MATTER OF THE APPLICATION )
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FOR A DETERMINATION OF THE )
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DIRECT TESTIMONY OF

MICHAEL L. ARNDT
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26 May 17, 2010
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1 Q.1 PLEASE STATE YOUR NAME, OCCUPATION AND ADDRESS.

2 A.1 My name is Michael L. Arndt. I am a public utility rate consultant and my address is

3
3602 S.W. Zora Circle, Ankeny, Iowa 50023 .

4

5

6
Q.2 HAVE YOU PROVIDED AN ATTACHMENT WHICH DETAILS YOUR

7 EDUCATIONAL BACKGROUND AND PROFESSIONAL EXPERIENCE?

8 A.2 Yes. Attached Appendix A is a statement of my education and experience.

9

10
Q.3 HAVE YOU TESTIFIED BEFORE THIS commlsslon PREVIOUSLY?

11

A.3 Yes. In addition to the Arizona Corporation Commission ("ACC" or "Commission"),
12M

'T
z

83'&<
13 I have presented testimony before the Federal Energy Regulatory Commission and state
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regulatory commissions in Alabama, Arkansas, Colorado, Iowa, Maryland, Nebraska,

3 15

£8
Oklahoma, Pennsylvania, Rhode Island, Texas, Utah, Vermont and West Virginia. In

16
addition, I have worked on cases in several other states, the District of Columbia and

'Jug
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<
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17

18
Barbados. I have testified in more than 100 public utility rate proceedings.

19

20 Q.4 on WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?

21
A.4 I am appearing on behalf of the Anthem Community Council ("Anthem"). Anthem has

22
intervened in this proceeding on behalf of over 8,800 of its residents that are water and

23

24
wastewater customers of Arizona American Water Company ("AAWC" or

25 "Company").

26

27

28

2



1 Q.s WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

2 A.5 The purpose of my testimony is to address the concerns expressed by Company witness

3
James M. Jenkins regarding Andlem witness Mr. Dan L. Neidlinger's ratable plant

4
transfer proposal.

5

6

7 Q.6 PLEASE DESCRIBE THE COMPANY.

8 A.6 The Company is a wholly-owned subsidiary of American Water Corporation ("AWC").

9
AWC is headquartered in Voorhees, New Jersey, and is the largest investor-owned

10
water and wastewater utility company in the United States. AWC is the parent

11

12
company for nineteen state subsidiaries (i.e., including Arizona-American Water

13 Company). AWC serves approximately 16,000,000 people in approximately 1,6001

14 communities in the United States and Manitoba and Ontario, Canada. In 2009,
1-1
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15
American Water Corporation reported total revenues of $2,445,000,000 and total net

16
plant of $10,500,000,000.2
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18

19 Q.7 HAVE YOU REVIEWED THE PRE-FILED DIRECT TESTIMONY OF

20 ANTHEM WITNESS DAN L. NEIDLINGER FILED ON MARCH 8, 2010 AND

21
ON MAY 3, 2010?

22
A.7 Yes .

23

24

25 x

26

27

28

American Water Corporation's wholly-owned regulated water and wastewater subsidiaries include Arizona
American Water, California American Water, Hawaii American Water, Illinois American Water, Indiana American
Water, Iowa American Water, Kentucky American Water, Long Island American Water, Maryland American
Water, Michigan American Water, New Jersey American Water, New Mexico American Water, Ohio American
Water, Pennsylvania American Water, Tennessee American Water, Texas American Water, Virginia American
Water and West Virginia American Water. Tennessee American Water provides water service to part of norther
Georgia.
2 American Water Corporation website and Value Line, January 22, 2010, page 1793.
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1 Q.8 PLEASE SUMMARIZE YOUR UNDERSTANDING OF MR. NEIDLINGER'S

2 PHASE-IN PROPOSAL.

3
A.8 Mr. Neidlinger's testimony addresses the "rate shock" issue related to the requested

4
water and wastewater increases for the Company's Anthem District. The Company has

5

6
proposed major increases in its water and wastewater rates based on a calendar 2008

7 test year. For the Anthem District, the Company's requests will result in substantial

8 increases in average residential water and average residential wastewater bills.

9
The Company's proposed rate increases in this case are due in large part to the

10
refunding of $20.2 million of Advances In Aid of Construction ("AIAC") to Pulte

11

Homes in March 2008.3
12

13 Anthem witness Neidlinger proposes to mitigate die rate shock of the

14 Company's proposed increases by deferring the ratemaking recognition of the water and

15
wastewater net plant associated with the 2008 Pulte refund of $20.2 million. Mr.ISL] -fu Lm

g
16

Neidlinger proposes that the "deferred" amounts be transferred into plant in service

z

8 3
5?< 3
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17

18
ratably over the five year period of 2009 through 2013. In addition, Mr. Neidlinger

19 suggests the same treatment would be appropriate for a $6.7 million payment made to

20 Pulte in March 2010, with a ratable plant transfer over the years 2011 dlrough 2015,

21
but that amount is outside the test period in this case.

22

23

24
Q.9 HAVE YOU REVIEWED THE PRE-FILED TESTIMONY OF COMPANY

25 WITNESS JAMES M. JENKINS FILED ON MAY 7, 2010?

26 A.9 Yes .

27

28 3 The $20.2 million ACAC refund to Pulte Homes in March 2008 relates to $14.9 million of water utility plant and
$5.3 million to wastewater utility plant. Mr. Neidlinger's Direct Testimony, page5, lines 9-1 l .

4
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1

2 Q.10 PLEASE SUMMARIZE YOUR UNDERSTANDING OF MR. JENKINS'

3
TESTIMONY.

4
A.10 Mr. Jenkins opposes Anthem witness Neidlinger's proposal to ratably defer ratemaking

5

6
recognition of the water and wastewater net plant associated with the 2008 Pulte refund

7 Mr. Jenkins argues that Anthem's proposed ratable plant transfer plan would require

8 the Company to report a loss for financial reporting purposes .

9

1 0
Q.11 WHAT IS THE BASIS FOR MR. JENKINS' OPPOSITION TO ANTHEM'S

48 .

""'\ 12
PHASE-IN PLAN?

1 3 A.11 Mr. Jenkins argues that Anthem's ratable plant transfer plan does not comply with the

14 Financial Accounting Standards Board's ("FASB") Statement of Financial Accounting

15
Standards ("SFAS") No. 92, Regulated Enterprises-Accounting for Phase-In Plans."D.: ac_glib

1-
16
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1 8
Q.12 BEFORE ADDRESSING SFAS 92, PLEASE DESCRIBE THE FINANCIAL

1 9 ACCOUNTING STANDARDS BOARD.

20 A.12 The Financial Accounting Standards Board is a private, not-for-profit organization

2 1
whose primary purpose is to develop generally accepted accounting principles

22
("GAAP") within the United States. FASB was created in 1973 and replaced the

23

24
Committee on Accounting Procedure ("CAP") and the Accounting Principles Board

25 ("APB").

26

27

28 4 SFAS 92 is currently referred to as Accounting Standards Codification ("ASC")980-340. The Accounting
Standards Codification became effective for interim and annual periods ending after September 15, 2009.

5



1 Q.13 DO YOU AGREE THAT FASB'S SFAS 92 PRECLUDES COMMISSION

2 ADOPTION OF ANTHEM'S PROPOSED RATABLE PLANT TRANSFER PLAN

3
IN THIS RATE CASE?

4
A.13 No. FASB's SFAS 92 was issued in August 1987 and relates to phase-in plans

5

6
concerning plant completed before January 1, 1988 and plants on which substantial

7 physical construction had been performed before January 1, 1988. In addition, SFAS

8 92 does not address refunds relating to prior AIACs. SFAS 92, therefore, does not

9
apply in this case.

10

11

12
Q.14 WHAT WAS THE PURPOSE OF SFAS 92 WHEN IT WAS ISSUED IN AUGUST

13 1987?

14 A.14 SFAS 92 was issued in August 1987 to address the high costs of electric utility power

15
plants which were being placed in service at that time. SFAS 92 states the following:.D

ti'
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19

20

21

The cost of electric utilities' plants constructed in recent years
has been much greater than the cost of those completed in earlier
years, so that, for some utilities, conventional rate-making
methods would result in significantly increased rates when a
newly completed plant goes into service. In such cases, some
regulators have adopted phase-in plans to moderate the initial rate
increase. The objective of those plans is to increase rates more
gradually than would be the case under conventional rate making,
while providing the utility eventual recovery of  all of  its
allowable costs and a return on investment.22

23

24

25

26

27

FASB Statement No. 71, Accounting for the Effects of Certain
Types of Regulation, was issued in December 1982. Shortly
after the Statement was issued, major events in the electric utility
industry caused the Board to review the effects of the Statement
on the accounting for those events. After that review, the Board
decided to amend Statement 71 to provide more specific guidance
on the accounting for some of those events and to change the
accounting for others. (Emphasis added)

28
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1 Q.15 ARE YOU AWARE OF ANY PRIOR WATER OR WASTEWATER RATE

2 CASES IN THE UNITED STATES WHICH SFAS 92 HAS BEEN USED AS A

3 REASON TO REIECT OR NOT ADOPT A RATABLE PLANT TRANSFER
4

PLAN, SUCH AS PROPOSED BY ANTHEM WITNESS NEIDLINGER?
5

6
A.15 No. To my knowledge there have been no such cases or utility commission decisions

'7 of that nature .

8

9 Q.16 MR. JENKINS ARGUES THAT IF ANTHEM'S PLAN IS ADOPTED, THE
10

COMPANY WOULD HAVE TO REPORT A Loss FOR FINANCIAL
11

12
REPORTING PURPOSES. WHAT IS THE INDICATED BASIS FOR MR.

13 JENKINS ARGUMENT IN THAT REGARD?

14 A.16 Mr. Jenkins argues that SFAS 90, Regulated Enterprises-Accounting for

5 2
15N

CL. Eu vo

' 8
I-<

Abandonments and Disallowances of Plant Costs, provides guidance on cost

16
disal1owances.5 Mr. Jenkins states, "When it becomes probable flat part of the cost of

Ni
P " \

z

8 31" ~o

m'2§° §8
38388m"'='=.<» -

48° GQ
OZ!-'

<..J 17

18
a recently completed plant will be disallowed for rate-making purposes and a reasonable

1 9 estimate of the amount of the disallowance can be made, the estimated amount of the

20 probable disal lowance shal l  be deducted f rom the reported cost of  the plant and

21
recognized as a loss. (Emphasis added)996

22

23

24
Q.17 WHEN WAS SFAS 90 ISSUED?

25 A.17 SFAS 90 was issued in December 1986.

26

27

28
5

6
SFAS 90 is currently referred to as Accounting Standards Codification 980-360.
Company witness James M. Jenkins, Rebuttal Testimony, page 5, lines 7-10.
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1 Q.18 WHAT WAS THE PURPOSE OF SFAS 90 WHEN IT WAS ISSUED IN

DECEMBER 1986?

disallowances of costs of electric utility plants. SFAS 90 states the following:

2

3 A.18 SFAS 90 was issued in December 1986 to address the abandonments of plants and

4

5

6

7

8

9

This Statement amends FASB Statement No. 71, Accounting for
the Effects of Certain Types of Regulation, for two types of
events that recently have occurred in the electric utility
industry-abandonments of plants and disallowances of costs of
recently completed plants. ,

10

FABS Statement No. 71, Accounting for the Effects of Certain
Types of Regulation, was issued in December 1982. Shortly
after that Statement was issued, major events in the electric
utility industry caused the Board to review the effects of the
Statement on the accounting for those events. After considering
the application of the Statement, the Board decided to amend
Statement 71 to provide more specific guidance for some of those
events and to change the accounting for others. (Emphasis
added) .

Q.19 ARE YOU AWARE OF ANY PRIOR WATER OR WASTEWATER RATE
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1 5

8
1 6

1 7

1 8

CASES OR UTILITY COMMISSION DECISIONS IN THE UNITED STATES IN

WHICH SFAS 90 HAS BEEN USED TO (1) REIECT A RATABLE PLANT

19
TRANSFER PLAN, SUCH AS PROPOSED BY ANTHEM WITNESS

20
NEIDLINGER; OR (2) TO REQUIRE A WATER OR WASTEWATER UTILITY

21

22 TO REPORT A LOSS FOR FINANCIAL REPORTING PURPOSES IN

23 CONNECTION WITH SUCH A PLAN?

24 A. 19 No. There is no such cases or decisions to my knowledge.

25

26
Q.20 DOES FASB'S SFAS 90 PROHIBIT COMMISSION ADOPTION OF ANTTIEM'S

27

28 RATABLE PLANT TRANSFER PLAN IN THIS R.ATE CASE?

8



1 A.20 No. FASB's SFAS 90 was issued in December 1986 to address the abandonments of

2 plants and disallowances of costs of electric utility plants. In that regard, SFAS 90

3 does not address refunds relating to prior AIACs.

4
In addition, the Water Company has not abandoned any water or wastewater

5

6
plant in this case, and Anthem's ratable plant transfer proposal does not contemplate or

7 require a disallowance of utility plant. SFAS 90, therefore, does not apply in this case.

8

9 Q.21 ASSUMING THE COMMISSION ADOPTS ANTHEM'S PROPOSED PLAN AND

10
THE COMPANY'S PARENT ELECTS FOR WHATEVER REASON TO

REPORT SUCH ADOPTION AS SOME "LOSS" FOR FINANCIAL
11

12

13
QE

REPORTING PURPOSES, PLEASE COMMENT UPON HOW THAT WOULD

14 BE REFLECTED IN THE FINANCIAL STATEMENTS OF THE COMPANY'S

ca

EL: ms Lm_ n o r

11

15 PARENT »

16
A.21 As noted previously, the Company is a wholly-owned subsidiary of American Water

98,
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18
Corporation. AWC is the largest investor-owned water and wastewater utility company

19 in the United States. In 2009, AWC reported total revenues of $2.445 billion and total

20

21

net plant of $10.500 billion.

If AWC elected to report some type of "loss" for financial reporting purposes in

22
its consolidated financial statements related to a Commission adoption of Anthem's

23
ratable plant transfer plan in the Company's current case, AWC would fully disclose

24

25 the "loss" for financial reporting purposes in its notes to its consolidated financial

26 statements. Such a disclosure would explain that the Commission had approved or

27

28

adopted the plan in order to mitigate rate shock which would otherwise occur. The

9



1 notes would (1) explain the contemplated deferred ratemaking recognition of certain

2 water and wastewater net plant costs associated with the 2008 Pulte refund, and (2)

3 inform investors that these costs would be recovered in future rate cases involving the

4
Company. If properly reported, the notes would not suggest that the Commission had

5

6
"disallowed" the 2008 $20.2 million refund payment to Pulte Homes, nor would the

plant be characterized as "abandoned .7?

7

8

9 Q.22 DO YOU HAVE ANY ADDITIONAL COMMENTS CONCERNING ANTHEM'S

10
PROPOSAL TO DEFER THE R.ATEMAKING RECOGNITION OF CERTAIN

11

12
WATER AND WASTEWATER NET PLANT COSTS ASSOCIATED WITH THE

13 2008 PULTE REFUND?

14 A.22 Yes. The Company's $20.2 million in AIAC payments to Pulte Homes during the 2008

c:>
N
in

1 5 test year in this case represents an abnormal and extraordinary event which needs to be
JJ

IN
16

addressed for ratemddng purposes. The Company has requested very substantial

of
' 1
z

9
95 f
¢n*:233
44'3§
84385
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go w

1 7

1 8
increases in water rates and wastewater rates based on a calendar 2008 test year.

1 9 These increases are particularly large for the Anthem water and wastewater ratepayers.

20 Against that background, Mr. Neidlinger developed the proposed ratable plant transfer

2 1 plan to mitigate that rate shock which Anthem customers will experience.

22
In that regard, I also believe that rate shock should be a primary concern for the

23

24
Commission in this case, particularly given the current economic conditions. Anthem's

25 plan properly addresses and mitigates the problem of rate shock.

26

2 7

28
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1 Q.23 DOES THIS COMPLETE YOUR TESTIMONY AT THIS TIME?

2 A.23 Yes, it does .
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Docket No. SW-01303A-09-0343
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3

4

5 STATEMENT OF EDUCATION AND EXPERIENCE

6 MICHAEL L. ARNDT

7

8

Arndt & Associates
3602 S.W. Zone Circle
Ankeny, Iowa 50023

(515) 964-89029

1 0 Mr.  Amdt received a  Bachelor  of Ar ts  degree in Business  Administ ra t ion from

1 1 Northwestern College in 1974 and a Master of Business Administration degree from Drdce

1 2
University in 1978. He has also taken additional graduate level courses in accounting, auditing,

1 3
economics, finance and taxation at the University of Maryland. Mr. Amdt is a Certified Public

14

1 5
Accountant in Maryland.

1 6 Mr. Amdt has attended numerous seminars and training courses related to public utility

1 7 regulation, income taxes and other issues, including the National Association of Regulatory

1 8 Utility Commissioners ("NARUC") Annual Regulatory Studies Program at Michigan State

1 9 University.

20
Following graduation in 1974, Mr. Arndt was employed by the Utilities Division of the

2 1
Iowa State Commerce Commission in Des Moines, Iowa. His responsibilities with the Iowa

22

23
Commission included analyses of cost of service issues and testifying in rate proceedings of

24 electric, gas, telephone and water utilities.

25

26

27

28
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Appendix A
Docket No. W-01303A-09-0343
Docket No. SW-01303A-09-0343
Page 2 of 2

3

4
In 1979, Mr. Amdt joined Hess & Lim, Inc., a public utility consulting firm located in the

5
Washington, D.C. area providing consulting services to a variety of clients including state

6

regulatory commissions, consumer advocate agencies, municipalities and corporations. His
7

8
responsibilities included performing analyses of utility ratemaking issues and testifying in

9 proceedings before federal and state regulatory commissions on behalf of the firm's clients.

10 In December 1990, Mr. Amdt formed the public utility consulting firm of Amdt &

11 Associates and has continued performing analyses of utility rate filings and testifying in

12
proceedings on behalf of various clients.

cl
z

9 3
E :

13
Mr. Amdt has testified in more than 100 public utility rate proceedings before the Federal

14
Q48 Energy Regulatory Commission and the state regulatory commissions of Alabama, Arizona,

u<1
-9-J
I -

15

16 Arkansas, Colorado, Iowa, Maryland, Nebraska, Oklahoma, Pennsylvania, Rhode Island, Texas,

38 3
o':2»°*°42
> *"8288
85288
& < \11

3.-1 17 Utah, Vermont and West Virginia. In addition, Mr. Arndt has worked on cases in several other

18 states, the District of Columbia and Barbados. His testimony in prior proceedings has involved

19 issues related to the determination of revenue requirements, income taxes, affiliated transactions,

20
depreciation, securitization, excess cost over market ("ECOM"), unbundling, allocations and rate

21
design.

22

23
In addition to public utility rate cases, Mr. Amdt has participated in various court

24 proceedings on behalf of clients involving antitrust, Modified Final Judgment ("MFJ")

25 violations, breach of contract, utility property damage and telephone directory cases.

26

27

28
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EXECUTIVE SUMMARY - DIRECT TESTIMONY1

2

3 I am appearing on behalf of the Anthem Community Council ("Anthem"). Anthem has

4 intervened in this proceeding on behalf of over 8,800 of its residents that are water and wastewater

5 customers of Arizona American Water Company ("AAWC" or "Company"). The purpose of my

6 testimony is to address the concerns expressed by Company witness James M. Jenkins regarding

7 Anthem witness Mr. Dan L. Neidlinger's ratable plant transfer proposal.

Michael L. Amdt testifies that:

8 The Company has proposed major increases in its water and wastewater rates based on a

9 calendar 2008 test year, due in large part to the refunding of $20.2 million of Advances In Aid of

10 Construction ("AIAC") to Pulte Homes in March 2008.

abnormal and extraordinary event which needs to be addressed for ratemaking purposes. However,

The AIAC payments represent an

E34
\.D
l"'\

11

12 for Anthem residents, the Company's requests will result in substantial increases in average

13 residential water and average residential wastewater bills. Anthem witness Neidlinger proposes to
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14 mitigate the resulting rate shock by deferring the ratemaking recognition of the water and

15 wastewater net plant associated with the 2008 Pulte refund of $20.2 million. Mr. Neidlinger

16 proposes that the "deferred" amounts be transferred into plant in service ratably over the five year

17 period of 2009 through 2013. Neidlinger's plan properly addresses and mitigates the problem of

18 rate shock.

19 Statement of Financial Accounting Standards.

20 Company witness Jenkins opposes Neidlinger's proposal because he believes that it would

21 require the Company to report a loss for financial reporting purposes and the plan does not comply

22 with the Financial Accounting Standards Board's ("FASB") Statement of Financial Accounting

23 Standards ("SFAS") No. 92.

24 However, FASB's SFAS 92 relates to phase-in plans concerning plant completed, or plant

25 on which substantial physical construction had been performed, before January 1, 1988. In

26 addition, SFAS 92 does not address refunds relating to prior AIACs. SFAS 92, therefore, does not

27 apply in this case, and to my knowledge, there have been no prior water or wastewater rate cases or

28

761623
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1 utility commission decisions in the United States which SFAS 92 has been used as a reason to

2 reject or decline to adopt a ratable plant transfer plan such as proposed by Neidlinger.

3 Mr. Jenkins also argues that SFAS 90 provides guidance on cost disallowances. However,

4 SFAS 90 was issued in December 1986 to address the abandonments of plants and disallowances

5 of costs of electric utility plants. In that regard, SFAS 90 does not address refunds relating to prior

6 AlACs. In addition, the Company has not abandoned any water or wastewater plant in this case,

7 and Anthem's ratable plant transfer proposal does not contemplate or require a disallowance of

8 utility plant. SFAS 90, therefore, does not apply in this case, and to my knowledge, there have

9 been no prior water or wastewater rate cases or utility commission decisions in the United States

10 which SFAS 90 has been used as a reason to rej et or decline to adopt a ratable plant transfer plan

such as proposed by Neidlinger.

l2 Financial Reporting.

13 The Company is a wholly-owned subsidiary of American Water Corporation ("AWC").

AWC is the largest investor-owned water and wastewater utility company in the United States.

15 AWC is the parent company for nineteen state subsidiaries, including the Company. In 2009,

16 American Water Corporation reported total revenues of $2,445,000,000 and total net plant of

17 $10,500,000,000.

18 If AWC elected to report some type of "loss" for financial reporting purposes in its consolidated

19 financial statements related to a Commission adoption of Anthem's ratable plant transfer plan in

20 the Company's current case, AWC would fully disclose the "loss" for financial reporting purposes

21 in its notes to its consolidated financial statements. If properly reported, the notes would not

22 suggest that the Commission had "disallowed" the 2008 $20.2 million refund payment to Pulte

23 Homes, nor would the plant be characterized as "abandoned"

24

25

26

27

28
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Teena Wolfe, Administrative Law Judge
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JAlward@azcc.gov
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1200 W. Washington
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Steve Olea, Director
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Utilities Division
Arizona Corporation Commission
1200 W. Washington Street
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Lyn Fanner
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1200 W. Washington Street
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Michael Patten
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Roshka DeWulf & Patten PLC
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Fennemore Craig
3003 N. Central Avenue, Suite 2600
Phoenix, AZ 85012
Attorneys for DMB White Tank, LLC

Marshall Magruder, Esq.
mmagruder@earth1ink.net
P.O. Box 1267
Tubae, AZ 85646-1267

23
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Andrew M. Miller, Esq.
arniller@paradisevalleyaz.gov
Town Attorney
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Joan S. Burke, Esq.
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Law Office of Joan S. Burke
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Phoenix, AZ 85003
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Philip Cook
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Phoenix,  AZ 85012

11

12

13

14N

OZ
Ego 15

16

8
z

E
¢ § g<
>
m§ E§zg8
"Q23E; Q
*s
39uh<
m

QV)
E-
f-*
O
O
m 17

18

19

20

21

22

23

24

25

26

27

28

761623

6



é~JdAQ.z»v4 t o "

RESPONSES OF ARIZONA-AMERICAN WATER COMPANY
TO ANTHEM COMMUNITY COUNCIL'S NINTH SET OF DATA REQUESTS

w-01303A-09-0343, SW-01303A-09-0343

GENERAL OBJECTIONS TO ALL DATA REQUESTS

1. Arizona-American obi acts to each Request to the extent it seeks information
subject to the attorney-client privilege, work product doctrine or any other privilege recognized by
the State of Arizona. In responding to these Requests, Arizona-American preserves all such
privileges.

2. Arizona-American obi eats to each Request to the extent that it is unreasonably
burdensome, overly broad and/or not reasonably calculated to lead to the discovery of admissible
evidence.

3. Arizona-Americanobjects to each definition and/or iNstruction to the extent it
purports to abrogate any of Arizona-American's rights, or adds to any of Arizona-American's
obligations under, the Arizona Rules of Civil Procedure or the Commission's Rules.

4. Arizona-American objects to each Request to the extent that it is overly broad,
unduly burdensome and imposes any burden not expressly permitted under the Commission's
Rules or the Arizona Rules of Civil Procedure.

5. Arizona~American objects to each Request to the extent that the information
requested constitutes "trade secrets" that are privileged under the Arizona Uniform Trade Secrets
Act, Ariz. Rev. Stat. § 44-401, et. seq. (2003). To the extent that the Requests seek proprietary,
confidential business information that is not the subject of the "trade secrets" privilege, and to the
extent such information exists, Arizona-American will make the information available pursuant to
the Protective Order issued in this docket.

6. Arizona-American obi eats to the Requests to the extent they seek information
not within Arizona-Arnerican's possession, control, or custody and/or to the extent the Requests
ask Arizona-American to provide information that it does not maintain in the ordinary course of
business.

7. Arizona-American reserves the right to supplement or amend its objections and
responses as necessary.

Arizona-American incorporates the foregoing General Objections into each
response as if fully set forth therein.



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343> SW-01303A-09-0343

Response provided by: James Jenkins

Company Response Number: ANTHEM 9.1.

Have any external or internal evaluations or reports been prepared to support the analysis
or conclusions reached in the Pre~fi1ed Testimony of James M. Jenkins on behalf of
Arizona American Water Company (the "Company"), dated May 7, 2009 [sic] (the
"Testimony")?

In addition to the General Objections, Arizona-American specifically objects to this request
to the extent it seeks information subject to the attorney-client privilege and/or the work
product doctrine. Subject to and without waiving these objections, Arizona-American
responds as follows:

Q.

A.

Yes,



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343, SW-0l:303A-09-0343

Response provided by: James Jenkins

Company Response Number: ANTHEM 9.2

Have any written opinions, including external audit opinions, been prepared or relied on to
support the analysis and conclusions reached in the Testimony?

In addition to the General Objections, Arizona-American specifically objects to this request
to the extent it seeks information subject to the attorney-client privilege and/or the work
product doctrine. Subject to and without waiving these objections, Arizona-American
responds as follows:

A.

Q.

No.



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343 > SW-01303A-09-0343

Response provided by: James Jenkins

Company Response Number: ANTHEM 9.3

Q Please produce copies of all documents which relate to the information requested by
Anthem 9.1 and Anthem9.2..

In addition to the General Objections, Arizona-American specifically objects to this request
to the extent it seeks information subject to the attorney-client privilege and/or the work
product doctrine. Subject to and without waiving these objections, Arizona-American
responds as follows:

In response to Anthem 9.1, please see the attached Confidential internal paper dated April
28, 2010. This was developed to support Mr. Jenkins testimony.

i

A.

4

l

l

1

l



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343, SW-0l303A009-0343

Response provided by: James Jenldns

Company Response Number: ANTHEM 9.4

Please identify each and every individual who was involved with the preparation of the
evaluations, reports, opinions, and documents described in Anthem 9.1 and Anthem 92.

A Mr. Jenkins was the primary individual responsible for and involved in this preparation.
However, in the course of his preparation, he also consulted with the following individuals
within the Company :

• Mark Cheslie - VP and Controller, American Water Works Company, Inc.
VP, Corporate Accounting, American Water Works Sen/ice Company

• Ed Keiffer
Company

Director Corporate Accounting, American Water Works Service

• Beth Scalene
Company

Manager Accounting Standards, American Water Works Service

• Sheryl Hubbard -.- Interim Finance Director, Arizona, New Mexico & Hawaii

R

Q.

• Matthew Soderberg .-. Manager, Finance, Western Division



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343; sw-01303A-09-0343

Response provided by: James Jenkins

Company Response Number: ANTHEM 9.5

Please identify all assumptions, infonnation and data provided by or at the direction of the
Company, or its consultants, to any individual whose identification is requested in Anthem
9.4 for the purposes of preparing or supporting the Testimony.

As referenced in the Testimony, the applicable accounting guidance relied upon to support
the Testimony was ASC 980. The applicable sections relate to what were formerly SFAS
71, SFAS 90, and SFAS 92. Section 450-20-55 with respect to loss contingencies was also
reviewed.

A.

Q.

In addition, the testimony/exhibits of Anthem Community Council witness Dan Neidlinger
and the financial records of Arizona-American were relied upon to prepare the Testimony.



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by: James Jenldns

Company Response Number: ANTHEM 9.6

Was the prepared direct testimony (and related exhibits) of Dan Neidlinger on March 8,
2010 disclosed to all individuals whose identification is requested by Anthem 9.47

A.

Q.

Yes



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
w-01303A-09-0343, sw-01303A-09-0343

Response provided by: James Jenkins

Company Response Number: ANTHEM 9.7

Please describe and quantify the impact of each of the following Pulte refunds on audited
financial statements of American Water Works Company, Inc. ("AWWC"): (a) March
2008 ($20.2M) refund and (b) March 2010 ($6.7M) refund.

Under normal circumstances, a payment would be processed as a debit to the customer
advance account to reflect the extinguishment of the liability and a credit to a cash account
to reflect the disbursement of funds from the Company to Pulte Homes. The accounting
for the March 2008 would be included within the 2008 audited financial statements for
AWWC. It should be noted, that because the fiscal year 2010 is Currently on-going, the
March 2010 payment has not been subjected to an external audit, but has been reflected in
AWWC's first quarter 10-Q filing.

Q.

A.

Further as noted, the above scenario represents the transactions made to satisfy the
Company's contractual obligations with Pulte Homes. This scenario does not consider the
financial reporting implications of the regulatory treatment of the payments as proposed by
Mr. Neidlinger.



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by: James Jenldns

Company Response Number: ANTHEM 9.8

With respect to ASC Topic 980, please produce copies of all reports or analysis prepared
by the Company or any consultant related to assumed or known changes in levels of
demand or competition during the recovery period for any capitalized costs. In addition,
please describe and explain any assumed or known competition which could affect the
Company's operations and/or financial performance in any of the Company's water or
wastewater districts in the State of Arizona.

Q.

A. No such reports exist. As Mr. Towsley has testified, the Company is concerned with its
ability to collect its cost of service in Arizona because the Company has consistently
operated at a loss since 2003 with negative equity returns, except for the unaudited results
for 2009, which show a very small positive return on equity.



COMPANY:
DOCKET NO:

ARIZONA-AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-C343

Response provided by: James Jenldns

Company Response Number: ANTHEM 9.9

Does the Company and/or its consultants make a distinction between a loss which is to be
accounted for within the fiscal year in which the loss occurs for financial accounting
purposes, and a loss which occurs as a result of a regulatory phase-in order or decision for
regulatory accounting purposes? If so, please provide copies of the accounting standards or
guidelines upon which such distinction is based, and copies of any written opinion or
analysis to support such distinction in accounting treatment.

Q.

A. No.
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rehabilitation of existing mains and replacement of mains that have reached the end of their useful service life, The decision of whether to
replace or rehabilitate our mains is subject to considerations of cost, feasibility and customer service impact.

The following table sets forth operating revenue for 2008 and number of customers as of December 31, 2008 for our regulated subsidiaries
in the states where our Regulated Businesses provide services:

New Jersey
Pennsylvania
Illinois
Missouri
Indiana
California
West Virginia
Subtotal (Top Seven States)
Others'
Total Regulated Businesses $

Operating
Revenue

(S in millions)

$ 517 .7

447.9
187.5
181 . 1
156.4
128.6
115.7

,734.9
347.8

2,082.7

% of Total
24.9%
21.5%
9.0%
8.7%
7.5%
6.2%
5.5%

83.3%
16.7%

100.0%

Number of
Customers
643,330
648,958
307,734
456,887
283:886
170.853
170.404

2,682,052
639.663

,_321 .715

% ofTohl
19.4%
19.5%
9.3%

13.8%
8.5%
5.1%
5.1%

80.7%
19.3%

100.0%

T Includes data from our operating subsidiaries in the following states: Arizona, Georgia, Hawaii, Iowa, Kentucky, Maryland, Michigan, New
Mexico, New York, Ohio, Tennessee, Texas and Virginia.

Approximately 83.3% of operating revenue from our Regulated Businesses in 2008 was generated from approximately 2.7 million
customers in our seven largest states, as measured by operating revenues. In fiscal year 2008, no single customer accounted for more than 1% of
our annual operating revenue.

The operational characteristics of our Regulated Businesses, including water and wastewater networks and infrastructure and water sources
and supply, vary on a state-by-state basis, as explained below with respect to our top seven states by Regulated Businesses revenues.

New Jersey

New Jersey-American Water Company, Inc., which we refer to as NJAWC, serves a population of approximately 2.5 million. NJAWC
combined with our Applied Wastewater Management Inc., which we refer to as AWWM, (also regulated in New Jersey) generated
approximately $517.7 million of operating revenue in 2008, representing approximately 24.9% of operating revenue of our Regulated Businesses
for that period.

In New Jersey, our infrastructure and assets are designed to collect, treat and distribute water from a variety of surface water sources
(including streams, lakes and reservoirs) and groundwater sources. In 2008, we obtained 65% of our water supply from surface water sources
and 30% from groundwater sources. Purchased water accounted for 5% of water supply, respectively, for the same period.

NJAWC currently operates seven surface water treatment plants and approximately 150 groundwater treatment plants, which process water
extracted from more than 170 groundwater wells. We maintain approximately 150 treated water storage facilities, 140 pumping stations and
seven dams, and our water and wastewater collection and distribution systems comprise approximately 8,900 miles of mains and collection
pipes. Both AWWM and NJAWC currently provide wastewater treatment services to small communities in New Jersey.

In New Jersey, in order to ensure that we have adequate sources of water supply, we utilize reservoirs, aquifer storage supplies and
seasonal wells to provide for water needs during peak summer seasons. Through the
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16

17

18

19

20

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY ITS
ANTHEM/AGUA FRIA WASTEWATER
DISTRICT, ITS SUN CITY WASTEWATER
DISTRICT AND ITS SUN CITY WEST
WASTEWATER DISTRICT.

21

22 DIRECT TESTIMONY OF DAN L. NEIDLINGER

STAND-ALONE RATE DESIGN AND RATE CONSOLIDATION23

24
Q1. PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

25
Al. My name is Dan L. Neidlinger. My business address is 3020 North 17**'

26
Drive, Phoenix, Arizona. I am President of Neidlinger & Associates, Ltd., a consulting

27
Finn specializing in utility rate economics.

28
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Q2. YOU PREVIOUSLY FILE DIRECT AND SURREBUTTAL

TESTIMONY IN THE REVENUE REQUIREMENTS PHASE OF THIS

PROCEEDING?

DID

AS.

QS. ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?

Q4. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PHASE OF

THE PROCEEDING?

8
<
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1. STAND-ALONE RATE DESIGN
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2

3

4 Yes, I did.

5

6

7 AS. I am appearing on behalf of the Anthem Community Council ("Anthem"). Anthem

8 has intervened in this proceeding on behalf of over 8,800 of its residents that are water and

9 wastewater customers of Arizona-American Water Company ("AAWC" or "Company").

10

11

12 A4. My testimony addresses two topics: stand-alone rate design and rate consolidation. I

13 will comment on the recommendations of both the Company and Staff on these subj ects.

14

15

16

17

18

19

20

21 A5. Yes. In my view, the current rate designs for both water and wastewater appear to be

22 reasonable but cost of service studies were not tiled in this case to validate this conclusion.

23 Absent water and wastewater cost of service analyses, the across-the-board approach

24 recommended by the Company is the only logical rate adjustment mechanism available, in

25 the event that the Commission does not adopt Company-wide rate consolidation in this

26 proceeding, This approach is preferable to Staffs proposed changes to water and

27 wastewater rate designs that recommend changes without adequate foundation or support.

28

Qs. HAVE YOU REVIEWED THE RATE DESIGN TESTIMONIES OF

COMPANY WITNESS BRODERICK AND STAFF WITNESS MICHLIK WITH

RESPECT TO THE ANTHEM WATER DISTRICT AND THE ANTHEA/AGUA

FRIA WASTEWATER DISTRICT?
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4

Q6. WHAT ARE YOUR COMMENTS REGARDING

RECOMMENDED RATE DESIGNS FOR ANTHEM WATER?

5

an increase of 30%. The

m
>-
H
z
as
oEI >

< 3

ff

3

'as .L

wxm91.uO°°
>*'28%QBmEWag31 u-
*som oz
Um<<-
m

Lu
1
Q
ET
1-
o
4w

l. STAFF'S

2

3 A6. I have two objections to Staffs proposed stand-alone water rate design. The first

4 pertains to the pricing of higher tiers of the rate structure in relationship to pricing for the

first tier. For instance, for the 5/8" x %" meters, Staff recommends that the rate for the first

6 tier, 0-3,000 gallons, be increased from $1.54 to $2.00 -

7 recommended rate for the second tier, 3,001-9,000 gallons, is $5.00 or 207% greater than

8 the current rate of $2.41. The recommended rate for the third tier, usage over 9,000

9 gallons, is $7.867.or 255% greater than the current rate of $3.08. There is no justification,

in mY view,flor this extreme tilting of the rate structure which could create significant

10 revenue stability problems for the Company.

l l The second objection is related to the proposed changes in tier break-points for the

12 larger meter sizes. These are all two-tiered rates. Staff recommends lowering the

13 breakpoint for the first tier by about 67%. For instance, the first tier break-point for a 2"

14 commercial meter in Anthem is 185,000 gallons. Staff recommends lowering the

15 breakpoint for this first tier to 66,000 gallons. These changes in tier break-points coupled

16 with the previously discussed 207% and 255% increases in first and second tier rates would

17 increase the bills for many commercial customers to levels that cannot be logically

18 supported. For instance, the current water bill for a 2" meter commercial customer using

19 200,000 gallons is $630. Under Staff's proposed rates, the bill jumps to $1,584 -- a 251%

20 increase.

21

22

23

24
25 A7. No, it did not. Staff did not prepare a cost of service study for the Anthem Water

District to support its rate design revisions, nor did it discuss any non-cost factors that it

i i considered in arriving at its rate proposals.

28

Q7. DID STAFF PROVIDE ANY COST JUSTIFICATION OR OTHER SUPPORT

FOR THESE PROPOSED AND SIGNIFICANT CHANGES TO THE WATER

RATE DESIGNS FOR ANTHEM?
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Q8. IS STAFF ALSO RECOMMENDING A MAJOR REVISION TO THE

RESIDENTIAL WASTEWATER RATE FOR CUSTOMERS IN THE

ANTHEM/AGUA FRIA WASTEWATER DISTRICT?

As a result,
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Q9. WHAT IS YOUR RATE DESIGN RECOMMENDATION UNDER A STAND-

ALONE RATE STRUCTURE WITH RESPECT TO RESIDENTIAL

WASTEWATER RATES FOR THE ANTHEM/AGUA FRIA WASTEWATER

DISTRICT?

1

2

3

4 AB. Yes. The current wastewater rate for Anthem/Agua Fria residential customers is

4 comprised of a fixed monthly charge and a commodity charge based on water usage with a

6 7,000 gallon per month ceiling. Staff" s proposed rate design eliminates the fixed monthly

7 charge and recommends a monthly rate based on average monthly water usage in the

8 months of January through March - a purely commodity rate. This proposed change in

wastewater rates for Anthem's residential customers should not be accepted, because

9 (i) winter lawns are a requirement in Anthem under various land-use restrictions, and thus

10 (ii) a large percentage of the water use in the months of January through March is turf

l l irrigation that never enters the wastewater collection system. Anthem

12 residential customers would be required to pay, under Staflf's proposed rates, wastewater

13 charges on nonexistent sewerage.

14

15

16

17

18

19 AS. I recommend that residential customers be billed a fixed monthly charge for

20 wastewater services. A fixed monthly charge for residential wastewater service is a

21 standard ratemaking practice for most wastewater utilities and is consistent with the

22 wastewater rates currently charged residential customers in the Company's other

23 Further, as discussed under the rate consolidation section of my

24 testimony, all residential wastewater rates are based on a flat monthly charge.

25 Alternatively, in the event that the Commission does not adopt Company-wide consolidated

rates in this proceeding, the current fixed/commodity rate structure could be retained with

38 any rate increases applied on an across-the-board basis.

28

wastewater districts.
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11. RATE CONSOLIDATION

Q10. THE COMPANY SUPPORTS RATE CONSOLIDATION BUT THE STAFF

RECOMMENDS CONTINUANCE OF THE CURRENT STAND-ALONE

CONFIGURATION. WHAT IS YOUR POSITION ON THIS ISSUE?

A10.
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Al 1. Rate consolidation provides for the following Maj or benefits :

1. Lower administrative costs through unified customer accounting and billing
systems,

2. Reduction in rate cases and associated rate case expenses incurred by the Company,
Staff, RUCO and other interveners,

3. Elimination of distorted cost allocations among districts in rate filings - these cost
imbalances abound in this case as discussed in my direct testimony on revenue
requirements,

4. The implementation of standard customer service policies and related service rates
and charges,

5. Improved rate stability and elimination of rate shock
customers in this case,

an issue confronting Anthem

1

Z

3

4

5

6 In my view, the merits of rate consolidation significantly outweigh any adverse

7 consequences of a rate consolidation process. To achieve the benefits of consolidation,

8 however, ah of the Company's water and wastewater districts should be included in the

9 consolidation. The partial consolidation alternatives presented by Staff do not provide for

any meaningful improvement over the current stand-alone system. Similarly, the current

10 "mini-consolidation" of the Anthem and Agua Fria Wastewater districts into a single (and

l l isolated) consolidated district makes no sense. If consolidation of all the Company districts

12 is not accomplished in this case, the Commission should De-consolidate these wastewater

13 districts and set separate stand-alone rates.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

6. Reduced customer confusion with respect to differing rate schedules under one
Company umbrella, and

7. The development and implementation of a targeted and comprehensive water
conservation program for all of its systems.
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Q12. DID THE COMPANY DISCUSS RATE CONSOLIDATION IN DIRECT

TESTIMONIES SUPPORTING ITS RATE FILING IN THIS CASE?
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Q13. YOU SHOW LOWER ADMINISTRATIVE COSTS AS THE FIRST

BENEFIT ON YOUR LIST, PRIOR TO APPROVAL OF A CONSOLIDATION

RATE PLAN, SHOULDN'T THE COMMISSION REQUIRE THE COMPANY TO

PROVIDE A SPECIFIC COST REDUCTION PLAN THAT WOULD BE

IMPLEMENTED DURING THE CONSOLIDATION PROCESS?

l Mr. Marshall Magruder, an intervenor in this case, lists 22 rate consolidation benefits on

Table l, Page 12 of his early-filed rate design and rate consolidation testimony. His list

3 incorporates many of the benefits listed above as well as others that deserve some

4 consideration.

5

6

7
8 Al2. Yes. The direct testimonies of Company witnesses Thomas Broderickl and Paul G.

9 Townsley2 support rate consolidation and discuss in some detail the beneficial effects of

consolidation. Mr. Towsley discussed one additional benefit not listed above that is

10 worthy of comment and support. Consolidation would allow the Company to acquire small

water and wastewater systems that are in disrepair and make needed plant improvements

12 without imposing rate shock on their customers.
13

14

15

16

17

18

19 All. Yes, I believe it should. It is incumbent on the Company, in my view, to identify and

20 implement tangible cost reduction benefits attributable to rate consolidation. In that regard,

21 the' Commission should require the Company to provide, annually, reports describing the

22 progress on its cost reduction activities in its administrative functions.

23 / / /

24 / / /

25 / / /

26

27 1 Revised Direct Testimony of Thomas M. Broderick, Pages 15 through 19.

28 Direct Testimony of Paul G. Towsley, Pages 14 through 21.2
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Q14. HAVE YOU REVIEWED TO RATE CONSOLIDATION PLAN DISCUSSED

IN THE REBUTTAL RATE DESIGN TESTIMONY OF COMPANY WITNESS

CONSTANCE HEPPENSTALL?

's rebuttal position on water and

Q15. PLEASE EXPLAIN.
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1

2

3

4 A14. Yes. Ms. Heppenstall has developed a detailed 3-Step plan for consolidating water

5 and wastewater rates for all of the Company's water and wastewater districts. As a starting

6 point for step increases, she has used the Company

7 wastewater revenue requirements on a non-consolidated basis.3 I am in general agreement

8 with the approach she has taken since it results in the consolidation of all of the Company's

systems..Ms. Heppenstall's 3-Step plan, however, produces some very large percentage

13 step increases and decreases that I find undesirable and unacceptable.

12 Al5. Exhibit DLn-l, attached, shows the percentage changes in step water and

13 wastewater revenues under Ms. Heppenstall's 3-step plan compared with the percentage

14 changes under an alternative 5-step consolidation Plan. As indicated on Exhibit DLn-l,

15 her 3-step plan results in water step increases as high as 31.82% for Mohave at Step 2 and

16 step decreases as high as 33.53% for Anthem at Step 3. Similarly, under her plan,

17 percentage step increases and decreases exceed 25% for the Sun City (increases) and

18 Anthem/Agua Fria (decreases) wastewater districts. I suggest an alternative 5-step

19 approach that constrains up or down percentage step adjustments to approximately 15%

20 using equal dollar adjustments for each step. Although this plan would admittedly take

21 longer to implement, it would provide for an improved smoothing of year-to-year rate

22 adjustments.

23

24

25
26 Al6. No, I have not as of the filing of this testimony. My plan is conceptual at this stage

27
3 Company Rebuttal Water Revenue Requirements are $71,719,121 and Rebuttal

28 Wastewater Revenue Requirements are $29,602,049

Q16. HAVE YOU DEVELOPED A SPECIFIC SET OF STEP RATES TO

ACCOMPANY THIS ALTERNATIVE PLAN?
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Q17. Ms. HEPPENSTALL'S WATER RATE DESIGN CALLS FOR A FIVE TIER

COMMODITY RATE COMPONENT. DO YOU AGREE WITH THIS INCREASE

IN TIERS?

Q18. DO YOU AGREE WITH MS. HEPPENSTALL'S PROPOSED FLAT

MONTHLY RATE FOR RESIDENTIAL WASTEWATER SERVICE?
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Q19. DOES THIS CONCLUDE YOUR TESTIMONY ON STAND-ALONE RATE

DESIGN AND RATE CONSOLIDATION?
a
I*1-.
8
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i n

I but a detailed set of step rates could be developed with Ms. Heppenstall's assistance should

Q the Commission desire to further explore this approach.

3

4

5

6
7 Al7. Yes. The increase in commodity tiers is needed to address the variation in customer

8 usage patterns among the various water districts. Without this change, large intra-class

9 revenue subsidies would be experienced.

10

12 A18. Yes. As earlier discussed in the stand-alone rate design section of my testimony, a

13 flat monthly rate is the rate design standard that should be adopted under rate consolidation.

14

15

16

17 Al9. Yes, it does.

18

19

20

21

22

23

24

25

26

27

28
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4 Arizona-American Water Company
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Testimony of Christopher C, Buls
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1 EXECUTIVE SUMMARY

Mr. Buls supports the implementation of an infrastructure improvement surcharge in the Sun
City Water District and a pro forma adjustment for certain assurance fees related to transfening
the Anthem water lease from Del Webb to Arizona-American Water Company.

Sun City Water has the oldest infrastructure of any of Arizona-American Water Company's, and
the infrastructure is at point in the asset life cycle where significant levels of replacement capital
will begin to be invested. The qualifying assets would be limited to replacements of existing
assets, including replacement mains, hydrants, meters (including AMR replacements), services,
tanks and booster stations.

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

21
22

If rate consolidation is approved, Mr. Buls would recommend that this surcharge be spread
across all of the Company's water customers rather than just the Sun City Water customers and
that eligibility be expanded to include qualifying assets in all water districts rather than limiting
it only to Sun City.

Mr. Buls also testifies that Arizona-American is currently seeking an assignment of the Ak-Chin
Community water lease from Del Webb. Mr. Buls explains the reasons for the use of a letter of
credit in relation to the assignment of the lease and supports the pro forma adjustment for the
assurance fees relating to the transfer of the lease.
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I INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.Q,

1

2

3

4

A. My name is Christopher C. Buls. My business address is 19820 N. 7th Street, Suite 201,

Phoenix, Arizona 85024

Q- BY WHOM ARE YOU EMPLGYED AND IN WHAT CAPACITY?5

6

7

A. I am employed by American Water Works Service Company as Vice President of

Finance.

8

9

10

11

12

13

14

15

Q- PLEASE DESCRIBE YOUR DUTIES AND RESPONSIBILITIES AS VICE

PRESIDENT OF FINANCE.

In my capacity as Vice President of Finance, I direct the Financial Planning and Analysis,

Rates & Regulatory, and Financial Controls and Compliance activities for the regulated

subsidiaries in Arizona, New Mexico and Hawaii. I also have indirect management

responsibility for the accounting services provided to these states. These services are

supplied by personnel in the American Water Shared Services Center in Cherry Hill, New

Jersey.

46

17

18

19

Q- PLEASE STATE YOUR EDUCATIONAL BACKGROUND.

20

I received a Bachelor of Arts degree in Chemistry from Indiana University -

Bloomington in 1982 and a Master of Business Administration with a concentration in

Finance also from Indiana University -.. Bloomington in1987. Additionally, I have been

a Certified Management Accountant since 1991 .

21

22

23

24

Q- PLEASE OUTLINE YOUR BUSINESS EXPERIENCE.

A.

A.

A. Upon graduating from Indiana University in1987, I joined Kidder, Peabody as a

Registered Representative. In August 1988, I accepted employment with Air Products

and Chemicals where I held numerous positions of increasing responsibility including
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1

2

3

4

5

6

7

Financial Analyst, Plant Controller, Business Controller and various Financial Planning

and Accounting Management positions at both a corporate and segment level. In 2001, I

joined the Engineered Materials division of Cytec Industries as the Operations Controller,

where I was responsible for Planning, Budgeting and Accounting for six manufacturing

locations across the United States. In 2004, I joined American Water as the Vice

President of Finance for the southeast states, and early in 2007, I transferred into the

same role with similar responsibility for the western states.

Q. HAVE YOU PREVIOUSLY PROVIDED TESTIMONY TO THIS COMMISSION?8

9 Yes.

10

11

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please see the executive summary of my direct testimony.

II

Q.

AN INFRASTRUCTURE IMPROVEMENT SURCHARGE IS A PROVEN

MEANS OF FACILITATING PLANNED INFRASTRUCTURE REPLACEMENT

BY WATER UTILITIES.

BRIEFLY DESCRIBE WHAT YOU MEAN BY AN "INFRASTRUCTURE

IMPROVEMENT SURCHARGE" FOR THE SUN CITY WATER DISTRICT.

An infrastructure improvement surcharge is intended to provide a utility with a return on

and of select, qualifying investments made between rate cases. It would be an additional

charge added to the customer's regular bill.

12

13

14

15

6

17

18

19

20

21

22

23

24

Q. ARE THERE OTHER JURISDICTIONS WHERE THIS IS ALREADY IN

PLACE?

A.

A.

A.

A. Yes. There are a number of states where these types of charges are part of the regulatory

framework; these programs go by .different names in different states including DSIC,

ISRIS, and other acronyms. I had hands-on experience with a DSIC while working at
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l

2

3

4

5

Pennsylvania American Water and have consulted with the Rates Director in our Central

States who works with similar surcharges in Illinois, Indiana, Missouri and Ohio.

Additionally, California-American Water also recently received approval for

infrastructure surcharges. Finally, this type of mechanism has been identified by

NARUC as a best regulatory practice for water utilities.

6 Q. WHY ARE YOU RECOMMENDING THIS FOR SUN CITY WATER?

7

8

9

10

11

12

13

14

Sun City Water has the oldest infrastructure of any of Arizona-American Water

Company's ("Arizona-American" or "Company") districts. Because of its age, the

infrastructure in this district is at a point in the asset life cycle where significant levels of

replacement capital will begin to be invested. The need for replacement capital in Sun

City is highlighted by the leak repair data we have collected over the last few years. With

this need in mind, we are planning capital investment in that district to address the issue.

This type of surcharge has successfully facilitated necessary infrastructure replacement in

other jurisdictions.

15

16

Q- WHAT PROJECTS SHOULD BE COVERED UNDER THIS SURCHARGE?

17

18

A general description of the types of assets covered in this program is provided below.

Mr. Cole provides more specific information on details of the projects in his direct

testimony.

19 Q. HOW WOULD THIS MECHANISM WORK?

20

21

22

First, one key goal is making sure it is simple for the Company to administer, the staff to

review and our customers to understand. There are several components to the overall

program, including:

23

24

1. Defining which assets qualify for the surcharge.

2. Calculating and filing the surcharge.

5

A.

A.

A.



C

Arizona-American Water Company
Docket Nos. W-01303A-09- > SW-01303A-09-
Testimony of Christopher C. Buts
Page 4 of 11

1

2

3 Q.

4

5

6

7

8

9

10

3. Billing our customers for the surcharge.

4. Identifying appropriate controls.

WHAT ASSETS WOULD BE COVERED UNDER THIS SURCHARGE?

These are improvement surcharges, so the qualifying assets would be limited to

replacements of existing assets. The most common types of assets covered by other

infrastructure improvement programs are replacement mains, hydrants, meters (including

AMR replacements), services, tanks and booster stations. Additionally, infrastructure

relocations which are not reimbursed are often included. I believe these are the

appropriate groups for inclusion in Arizona-American's program in the Sun City Water

District as well.

11 Q. HOW WOULD THIS SURCHARGE BE CALCULATED?

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Twice per year, the Company would analyze the qualifying assets placed in service. All

of the calculations would be based on factors from the most recently completed rate case.

These factors include, but are not limited to, depreciation rates, allowed ROE, cost of

debt, capital structure and revenue gross-up factors. Based on the estimated service life

and depreciation rates from the last case, the Company would calculate the depreciation

expense attributable to these assets. Additionally, the Company would calculate the

appropriate return on these assets based on the authorized return approved in this case or

a subsequent case, if applicable. The total amount of the surcharge would be the return

on and of these qualifying assets based on the revenue gross-up factor from this rate case

or a subsequent case, if applicable. Simultaneous with implementation of new rates from

any subsequent general rate case evidenced by a decision from the Commission, a revised

surcharge would be calculated removing qualifying assets included in the rate base of that

general rate case from the surcharge calculation. The revised surcharge would incorporate

changes in depreciation rates, return on rate base, and the revenue conversion factor from

A.

A.
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1

2

the recently-completed case. Changes in general operating expenses, either positive or

negative, would not generally be considered in these surcharge calculations.

3 Q. HOW WOULD THE COMPANY FILE THIS SURCHARGE WITH THE

4 COMMISSION?

5

6

7

8

9

10

11

12

The Company would file the proposed surcharge request with the Commission after

completing the appropriate analysis. The Commission Staff would then have thirty days

to review the filing, issue a brief report and recommended order, which would be

followed by a Commission vote at the next Open Meeting. It is important to note that

this review is intended to check mechanics and compliance with the controls, it is not

intended to be a full prudence review, the more in-depth controls will be discussed later

in my testimony. If Staff does identify an issue, both parties would work together to

resolve the issue and once resolved, the Commission would vote on the surcharge.

13

14

15

Q~ HOW WOULD ARIZONA-AMERICAN COMMUNICATE THIS SURCHARGE

TO THE CUSTOMER?

16

17

18

19

20

21

22

The Company would provide an overview of the program to the customer annually via a

bill insert. This insert would provide an easy to understand explanation of how the

program works and a brief description of the qualifying assets placed in service during

the previous year. Additionally, included with the first bill after any changes to the

surcharge, the Company would notify the customers of the percentage change in the

surcharge and the additional investment made during the proceeding period. Finally, the

Company would provide a more in-depth discussion of the entire process and assets

placed in service on the Arizona-American website.

A.

A.

\»
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1 Q.

2

3

4

5

6

7

8

How WOULD THESE SURCHARCES BE BILLED TO THE CUSTOMER?

The total amount of the surcharge would be calculated as a percentage of the base

revenue requirement from the last general rate case. This single percentage would then

be applied to the entire base bill for all customers. Any required taxes or fees normally

added to the base rate amount would also be added to the new amounts as well. Special

surcharges such as ACRM amounts would not be included in the calculation. This

amount would be disclosed on a separate line of the bill as an Infrastructure Improvement

Surcharge with the single percentage clearly visible.

Q. WHAT CONTROLS DOES THE COMPANY PROPOSE REGARDING THESE9

10

11

12

13

14

15

16

17

18

19

20

A,

SURCHARGES?

There are several controls utilized in other jurisdictions that would be appropriate for use

in Arizona. The first and most important control is that all of these assets placed in

service subsequent to the previous rate case would be subject to the normal prudence

review in the following rate case. These assets would be reviewed insirnilar fashion to

any assets placed in service as part of a general rate case. A second control is that the

Company proposes a limit of 10% in additional revenue generated from these surcharges.

For example, if the Company was granted an annual revenue requirement of $10 million

in the previous case, the amount of the surcharge could never be greater than $1 million

or 10%. For amounts greater than 10%, the Company would need to file a general rate

case. At the conclusion of a general rate case, the rate would be reset as described

previously in the calculation section. Finally, the Company would prepare an annual

earnings test and would be allowed only to obtain a surcharge increase for the return

allowed on rate base.

21

22

23

A.

s
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1

2

3

4

5

6

7

Q. HOW WOULD THIS IMPACT THE REVENUE REQUIREMENT IN THIS

CASE?

This would have no impact on the revenue requirement in the current case as it would be

based on investment subsequent to the investment in the proposed rate base. Once

implemented, the rate increase effect on Sun City water customers is difficult to project

as the impact could be significantly reduced if the rate consolidation plans under

consideration are implemented.

8

9

10

11

12

13

14

Q. How WOULD YOU MODIFY THIS PROPOSAL IF RATE CONSOLIDATION

IS APPROVED?

If rate consolidation is approved, I would recommend that this surcharge be spread across

all of the Company's water customers rather than just the Sun City Water customers.

This would result in a significant reductionist the surcharge amount to our Sun City

customers. I would also recommend that eligibility be expanded to include qualifying

assets in all water districts rather than limiting it only to Sun city.

III THE ANTHEM WATER LEASE IS A CRITICAL COMPONENT OF THE LONG

TERM VIABILITY OF THE ANTHEM WATER SYSTEM.

PLEASE PROVIDE BACKGROUND ON HOW THIS LEASE ORIGINATED?

15

16

17

18

19

20

21

22

Q.

As the developer for the Anthem community, Del Webb had an obligation to provide an

assured source of water sufficient for the community. Anthem's location has virtually no

viable ground water supply. Consequently, Del Webb contracted with the Ak-Chin

Indian Community to lease water rights. The water rights included in this lease provide

virtually all the water for the Anthem community.

A.

A.

A.

e »
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1

2

Q- HOW IS ARIZONA-AMERICAN CURRENTLY UTILIZING THESE WATER

RIGHTS?

3

4

5

6

7

8

Arizona-American currently relies on this lease for virtually all the water provided to

Anthem. Arizona-American reimburses Del Webb for the cost of water purchased for

Anthem under this water rights lease. As part of the original agreement between Citizens

Utilities and Del Webb, Del Webb is required to assign the lease rights to the Company

upon achievement of certain milestones, subject to the consent of the Ak-Chin

Community and the U.S. Department of Interior.

Q. HAVE THESE MILESTONES BEEN MET?9

10 Yes. These milestones have been met.

11

12

13

14

15

*6

17

18

19

Q- WHY HASN'T THE LEASE BEEN TRANSFERRED IF THE MILESTONES

HAVE BEEN MET?

The Ak-Chin Community must approve the assignment of the lease. There have been

two sticking points with its approval. First, the proposed assignment by Del Webb to the

Company represents the assigmnent of only a portion of the overall lease, with Del Webb

retaining the balance of the lease. This will effectively bifurcate one lease agreement into

two lease agreements, and the As-Chin Community has not yet indicated that it is willing

to bifurcate the lease. Second, the Ak-Chin Community needs to review and approve the

financial viability of the new lessee, Arizona-American.

20

21

22

23

Q. REGARDING THE FIRST ISSUE, HAS DEL WEBB BEEN SUCCESSFUL IN

SPLITTING THE LEASE?

The three parties need to work out both of the issues prior to the partial assignment of the

lease to the Company. However, recent discussions between the parties appear to

A.

A.

A.

A.

s
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1 indicate a willingness on the part of the Ak-Chin Community to consider splitting the

lease.2

3

4

Q- REGARDING THE SECOND ISSUE, HAS THE AK-CHIN COMMUNTY

REVIEWED ARIZONA-AMERICAN AS THE NEW LESSEE?

Yes. We met with representatives from the Ak-Chin Community and provided financial

statements on both Arizona-American Waterand our parent, American Water Works,

Inc.

5

6

7

8

9

10

11

12

Q. HAS ARIZONA-AMERICAN BEEN APPROVED AS THE NEW LESSEE?

No. The Ak-Chin Community informed us that, because of the Company's on-going

losses and weak financial position, they would not be willing to consent to the partial

assignment of the lease to the Company without additional assurance of the Company's

ability to pay the on-going expenses.

13

14

15

.6

17

18

Q- WHAT ADDITIONAL ASSURANCE IS THE COMPANY PROPOSING?

The Company is proposing the purchase of a letter of credit ("LC") for an amount equal

to the next year's payment. The Company would agree to annually renew this LC at least

three months prior to the expiration of the existing LC until such time as the Company

meets certain predetermined financial milestones. OnCe these milestones are met, the

Company would no longer need to maintain an LC.

19

20

21

22

23

Q. ARE THESE FEES KNOWN AND MEASURABLE? ' P
`/O » ~

@v<~¥'i"

24

Yes. We know these rights need to be assigned to insure the long-tenn viability of the

Anthem system. We also know that the Ak-Chin Community will not agree to an

assignment without additional financial security. In discussing this situation with

representatives from our American Water Capital Corp. affiliate, we believe the LC

proposal represents the lowest cost option available which is why we have included it.

A.

A.

A.

A.

s
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1

2

3

American Water Capital Corp. maintains banking relationships with a consortium of

large banks and regularly utilizes these banks for LCs under similar circumstances.

Consequently, these fees are measurable.

Q. SHOULD THESE FEES BE INCLUDED AS A PRO-FORMA EXPENSE4

5

6

7

8

A.

ADJUSTMENT?

Yes. The fees are known and measurable, represent the least cost method to move

forward and will enable us continued access to the water needed by the community. This

expense is reflected in the cost of purchased water adjustment, which is SLH-5.

9

10

11

12

13

Q. ARE YOU CERTAIN THE AK-CHIN COMMUNITY WILL AGREE TO THIS

PROPOSAL?

No. We are not certain they will agree to this option, however, we do know that we will

need to do something to provide additional assurance and believe this represents the

lowest cost option.

14

15

.6

17

18

19

Q- HOW MUCH WOULD THESE ASSURANCE FEES COST?

Based on utilizing our current banking relationships, the rate for these fees is 35 basis

points on the total plus an application fee of between $250 and $500. Our current water

purchase price is $83 per acre foot, and Anthem has the right to 7,900 acre feet annually.

This results in an annual commitment of $655,700. Consequently, these fees would be

$2,795 per year.

20

21

22

23

24

Q- HAS ARIZONA-AMERICAN CONSIDERED OTHER opT10ns TO OBTAIN

WATER RIGHTS?

Yes, but no other good options exist. Leasing water rights at this time would require an

initial payment well in excess of $8 million dollars plus the annual purchased water

charges would be at, or exceed, the current water charges. Even with the modest charge

r

A.

A.

A.

\»
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1

2

for the additional financial assurance provided by the proposed LC, the current lease

provides real savings for our customers versus attempting to obtain new rights.

Q~ DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?3

4 Yes.A.

up
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5
6
7
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9

10

EXECUTIVE SUMMARY

My Rebuttal of Staff Rate Design Testimony first responds to Staff' s recommendations in its
March 29, 2010 testimony on district stand-alone rate design. Next, I briefly respond to other
district stand-alone issues such as the existing Sun City Low Income Program and the
Company's proposed Infrastructure Improvement Surcharge. Then, I turn to the Company's
response to Staffs alternative rate consolidation scenarios and conclude that the only sensible
alternative approach to stand~alone rates is a state-wide rate consolidation of the Company's
districts on a transition timeline which mitigates the short-term rate increases and decreases. It is
not sensible to consolidate the rates only of sub-groups of the Company's districts.

4

4
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1 I INTRODUCTION AND QUALIFICATIONS

2

3

4

5

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Thomas M. Broderick. My business address is 2355 W. Pinnacle Peak Road,

Suite 300, Phoenix, Arizona 85027, and my business phone is 623-445-2420.

6

7

8

9

10

Q, ARE YOU THE SAME THOMAS M. BRODERICK THAT SUBMITTED

DIRECT TESTIMONY ON BEHALF OF THE COMPANY IN THIS CASE ON

JULY 2, 2009 AND REBUTTAL TESTIMONY ON REVENUE REQUIREMENT

ON MARCH 22, 2010?

Yes.

11 I I PURPOSE OF TESTIMONY

12

13

14

15

16

17

18

19

20

21

22

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL OF STAFF RATE DESIGN

TESTIMONY IN THIS CASE?

Please see the executive summary. My Rebuttal of Staff Rate Design Testimony first

responds to Staffs recommendations in its March 29, 20]0 testimony on district stand-

alone rate design. Next, I briefly respond to other district stand-alone issues such as the

existing Sun City Low Income Program and the Company's proposed Infrastructure

Improvement Surcharge. Then, I turn to the Company's response to Staffs alternative

rate consolidation scenarios and conclude that the only sensible alternative approach to

stand-alone rates is a state-wide rate consolidation of the Company's districts on a

transition timeline which mitigates the short-term rate increases and decreases. It is not

sensible to consolidate the rates only of sub-groups of the Company's districts.

23

24

Q.

A.

A.

A.

WHAT OTHER REBUTTAL TESTIMONY WITNESSES ARE SUPPORTING

ARIZONA~AMERICAN'S REBUTTAL OF STAFF'S RATE DESIGN?
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1

2

3

4

Ms. Constance E. Heppenstall, a consultant employed by Gannett Fleming Inc., describes

her efforts to build the rate consolidation model being used by all the parties as well as

other details concerning how the model was improved as a result of feedback. She also

sponsors a variation on Staffs rate consolidation scenario one which I also discuss.

5 III DISTRICT STAND ALONE-RATE DESIGN

6

7

8

9 A.

10

11

12

13

14

Q. IS THE COMPANY SUBMITTING HEREIN REVISED STAND ALONE RATE

DESIGN AT THIS TIME INCORPORATING ANY REVISIONS SINCE FILING

ITS REBUTTAL ON MARCH 22, 2010?

No, we are not persuaded that any of Staffs stand-alone rate design changes improve the

existing rate design and so we Continue to support a pro-rate increase to the existing rate

design using the revised rebuttal revenue requirement submitted in the Company's March

22, 2010 rebuttal testimony. The Company has noted below its specific disagreements

with Staff and may provide (on May 14, 2010) a revised rate design if it is persuaded by

any of the positions of other interveners in their May 3, 2010 rebuttal testimony.

15 ANTHEM / AGUA FRIA WASTEWATER DISTRICT

STAFF STATED IT INTENDS TO ADJUST ITS PROPOSED RESIDENTIAL

WASTEWATER RATE DESIGN IN ITS SURREBUTTAL TESTIMONY, BUT IN

THE MEANTIME IS THERE AN ERROR IN STAFF'S PROPOSED RATE OF

$13.66 PER 1,000 GALLONS (Michlik, Page 11, lines 9-11) FOR THE

ANTHEM/AGUA FRIA WASTEWATER DISTRICT?

16

17

18

19

20

21

22

23

/

A.

Q.

A.

Yes. Even though Staff intends to update this rate in its surrebuttal testimony, Staff

witness Mr. Michlik proposed a residential wastewater rate for this district which

eliminates the monthly basic service charge and instead would charge a $13.66
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l commodity rate on each 1,000 gallons of water use by each residential wastewater

2 customer.

3 Q-

4

DOES STAFF'S RATE OF $13.66 PER 1,000 GALLONS GENERATE MUCH

MORE REVENUE THAN ITS OWN RECOMMENDED RESIDENTIAL

REVENUE REQUIREMENT?5

6

7

8

9

10

11

12

Yes, by my calculations. The residential revenue component of Staff's revenue

requirement is $1 1,707,080 (Staff work paper) and charging a commodity rate of $13.66

per 1,000 gallons on all residential water usage would produce revenues significantly in

excess of the residential component of Staffs revenue requirement. Alternatively, a rate

of $9.58 per 1,000 gallons on all residential usage would generate the residential

component of Staff" s revenue requirement. I am providing this information in the event

that Staff does not update this rate in its surrebuttal testimony.

13

14

15

16

17

18

19

20

21

22

23

24

Q. WHY DOES THE COMPANY NOT ACCEPT STAFF'S RECOMMENDATION

TO ELIMINATE THE RESIDENTIAL BASIC SERVICE CHARGE FOR

ANTHEM / AGUA FRIA WASTEWATER DISTRICT?

25

A.

A.

The Companystrongly opposes eliminating the residential monthly basic service charge

for wastewater for several reasons. First, it will unduly increase the dependence of

wastewater revenues on water sales which will vary significantly from year to year and,

in the case of Anthem, are declining. When rates are designed on a sales base that is

declines in the future, the Company cannot recover the approved revenue requirement.

Residential water sales in Anthem were (in legals) 1,132,230 in 2007 and were 1,071,647

in 2008 or a 5.4% decline over one year. Second, the vast majority of the wastewater

cost of service is fixed and recovering revenue from commodity sales only is a very great

deviation from cost of service cost causation principles. Third, no party to this case has

fully analyzed the potential significant and consequential water conservation reaction to
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1 increasing this commodity charge from the existing rate of $3.48 per 1,000 gallons (up to

the first 7,000 gallons of usage) to $13.66 (or the correct $9.58) per 1,000 gallons on all

3 usage. Even more water conservation -- while important under appropriate circumstances

4 would cause the Company to further under collect its authorized revenue requirement.

5

6

If such a rate design is adopted, the Commission must authorize a decoupling feature to

this district's rate design to ensure the Company actually collects the authorized revenue

7 requirement.

4
v

8 Q-

9

TO WHAT EXTENT HAS THE COMPANY ANALYZED THE

CONSERVATION EFFECT OF INCREASING RATE TIERS IN ANTHEM?

10

11

13

14

15

16

17

18

20

21

22

12

2

A. I have attached "Rebuttal of Staff Exhibit TMB~1 Anthem Tiered Water Rates Study"

which provides the results of a recently completed study performed by Mr. Miles H.

Kiser, rate analyst in .-my department. This study documents a reduction in the short~term

of at least 5% in water consumption in Anthem district as a result of the rate increase that

was effective June2008. (And because the test year in this case is 2008 and the

conservation effects of that rate increase only began to emerge in late 2008 and are

continuing today, the Company's 2008 test year billing determinants in this case are

already over-stated and so the rates to be authorized in this case will under produce the

authorized revenue requirement.) The Company has not analyzed the long-term

conservation effect of increasing rate tiers. If the Commission now unleashes yet another

strong incentive to conserve water by dramatically increasing the wastewater commodity

charge and applying it to all usage, that revenue erosion impact will be further

exacerbated.
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1

2

3

4

Staff recommended a monthly basic service charge of $44.40 and $66.61 for 5/8 inch and

3/4 inchcommercial customers, respectively. This is an appropriate range forresidential

customers as well. THe monthly basic service charge recovers fixed investment which

does not vary with the volume of usage.

5 Q. ARE YOU HOPING THAT STAFF DOES NOT FOLLOW THROUGH WITH ITS

6 STATED INTENTION OF PROPOSING A WINTER USAGE BASED RATE FOR

7 RESIDENTIAL CUSTOMERS IN ANTHEM / AGUA FRIA WASTEWATER

8 DISTRICT?

9

10

11

Yes, because such a rate proposal in Anthem would likely have negative unintended

consequences (increase summer water usage) and would ensure the Company cannot

recover the authorized revenue requirement.

12

13

14

Alternatively, we would much prefer to work with Staff over the next few years to better

analyze and understand the implications of such a winter oriented rate design and only

implement it when the environment is appropriate, thereby avoiding unintended

15 consequences.

16 Q- WHY IS IT POOR TIMING FOR SUCH A PROPOSAL?

17

18

19

20

21

22

Anthem's two homeowner associations ("HOAs") have for years been required to over

seed in winter their lawns at residences and in common areas to keep lawns green in

winter. However, this .requirement is apparently now in flux for several reasons

including the current difficult economy and many of the common areas were not over

seeded in winter 2009 / 2010 and some were allegedly even painted green to avoid the

expense of watering and lawn maintenance. This has caused some of the residents to talk

23

24

:Z5

A.

A.

about changing the HOAs requirement and to likewise obtain de facto exemptions. The

Company - upon reviewing Staffs testimony - submitted discovery to the Anthem

Council seeking more information on winter lawn requirements and current status. We
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1

2

will provide the response in the Company's May 14, 2010 rebuttal to intervener's rate

designs.

3 Q. WHAT IS THE RELEVANCE OF ANTHEM'S WINTER LAWNS TO A WINTER

4 USAGE BASED WASTEWATER TARIFF?

5

6

7

8

9

10

11

12

13

14

15

16

If Anthem no longer has the same winter lawn requirement going forward that will

reduce winter watering and if the Commission adopts a residential winter usage

wastewater tariff based on 2008 usage, the Company will dramatically under collect its

revenue requirement using sueh,a tariff. Exhibit TMB-2 Anthem Seasonal Consumption

displays Anthem's winter and summer water usage. Anthem's average winter water

usage is not even 2,000 gallons per month less than its summer usage because of this

winter lawn requirement. If the requirement for winter lawns changes or ends, winter

water usage could easily decline by 20%. This Exhibit shows that Anthern's winter water

usage is declining, just as it is on an annual basis. This Exhibit also shows that Anthem

does not enjoy an influx of winter visitors as the winter and summer residential customer

count is about the same or even slightly higher in the summer. In 2009, Anthem had

more customers in the summer (8,323) than in the winter (8,299)

17 Q.

18

IF - IN SPITE OF THE FLUX IN WINTER LAWN REQUIREMENT THE

COMMISSION WISHES TO IMPLEMENT A WINTER USAGE WASTEWATER

19 RESIDENTIAL TARIFF IN ANTHEM, CAN IT BE IMPROVED?

20 Yes. It would be critical to maintain a reasonable monthly minimum charge to reduce the

21

22

revenue dependence on winter water use in order to ensure a degree of revenue stability

and to not create such a strong incentive for Anthem to become brown in the winter for

23

24

A.

A.

no good reason. The Company may recommend such a charge after it reviews Staffs

updated rate design. As I mentioned above, Staff recommended a monthly basic service
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2

charge of $44.40 and $66.61 for 5/8 inch and 3/4 inch commercial customers,

respectively. This is an appropriate range for residential customers as well.

3 Q~ WHAT ARE SOME OF THE REASONS THE COMPANY BELIEVES THIS

4 ISSUE NEEDS FURTHER STUDY?

5

6

7

8
v

9

10
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13

14

15

16
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20
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The Company believes that winter usage tariffs may have the negative unintended

consequence of causing customers to use more water in Arizona's water scarce summer.

Under a winter usage tariff, Anthem's customers would not pay any additional

wastewater charges no matter how much water they consume in non-winter months. The

Company also questions the appropriateness of a policy to select Anthem water district

for this tariff change when, for example, Sun City water district's rates are much lower

and it still uses ground water and does not reuse wastewater. Paradise Valley also uses

only ground water. We are also concerned about a rate design policy that leads Anthem

customers down a path of temporarily avoiding paying an authorized revenue

requirement through rate design changes. Unfortunately, the Company's cost of service

is largely fixed cost in Anthem and it seems wasteful to have Anthem's residents focus

on winter water use and give up their winter lawns in order to temporarily save on their

water bills only to later find out that the Company has filed for yet another rate increase

in order to actually collect its Commission authorized revenue requirement. Anthem is

one of the few Arizona communities with a long»term secure and renewable surface

water supply that it re-uses. The Company believes Anthem should not be misled on a

course of avoiding the associated fixed costs of service. The Company believes rate

consolidation is the best way to address this situation.

23

q

24

A.
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1 SUN CITY WATER

2 Q.

3

DID STAFF'S TESTIMONY EXPLAIN WHY THEY REDUCED THE FIRST

TIER RESIDENTIAL RATE (2.6%), YET INCREASED THE THIRD TIER 45%?

4

5

6

7

8

No, however, I suspect it was to increase the incentive for water conservation. The

existing Sun City water first tier rate for 5/8 and 3/4 inch meter customers is presently

$0.719 per legalsand Staff recommends reducing it to $0.700 per legals. Overall, Staff

supports a Sun City Water district rate increase of 21 .65%. The Company believes that

reducing the first tier rate is not appropriate. It should increase to at least $0.80 per legal.

9

10

11

12

Q. WHERE DID STAFF COMPENSATE FOR THIS REDUCTION IN THE FIRST

TIER?

Staff recommends the third block rate increase by 45% and they lowered substantially the

tier break points for meters larger than 1.5 inch,

13

14

15

16

17

18

19

20

21

Q~ ARE THESE LARGER RESIDENTIAL METER CUSTOMERS LOCATED

PRIMARILY IN CONDOMINIUM HOMEOWNER ASSOCIATIONS?

Yes. For example, we have a 2 inch meter customer with 1 l condo units that during the

test year used between 46,000 and 132,000 gallons per month. Staff is recommending

the break point between their first and second tiers be lowered from 164,000 to 67,000

gallons per month. The Company is ok with that, but under Staffs proposal this

customer's usage will now frequently land in the second block at Staffs much higher

proposed rate, resulting in a 35% increase in the high month's bill. I think these condos

will conserve further without shifting this much revenue from the first to third tiers.

22

23

A.

A.

A.
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1 PRIVATE FIRE RATES FOR ANTHEM & SUN CITY WATER

2 Q-

3

4

WHY DID STAFF DRAMATICALLY REDUCE THE PRIVATE FIRE

MONTHLY MINIMUM CHARGES FOR BOTH STAND-ALONE AND RATE

CONSOLIDATION SCENARIOS?

5

6

7

8

9

10

11

I do not know as they did not explain their reason(s) in their March 29, 2010 testimony

why, for example, Staff recommends lowering Anthem's three-inch private tire rate from

the existing rate of $49.67 per month to $10.00 or why in Sun City Staff recommends

lowering the six-inch private fire rate from the existing rate of $36.21 per month to

$10.00. Pretty much in both Staffs stand-alone proposal and rate consolidation scenarios

Staff recommends a private fire rate of $10.00 per month for meter sizes up to six inches

and then only increases them slightly for larger sizes.

12

13

14

15

16

17

Q. HOW MUCH REVENUE DOES THIS SHIFT FROM PRIVATE FIRE TO

OTHER CLASSES?

The Company, in its variation on Staffs scenario one attached to Ms. Heppenstall's

testimony uses our rebuttal revenue requirement to support a total private fire revenue

requirement of $638,000. Staff, on the other hand, supports a private fire revenue

requirement of only $133,610.

18

19

20

Q- DOES THE SOURCE OF THE DIFFERENCE APPEAR TO BE A DIFFERENCE

IN METER SIZE MULTIPLES?

5
i

21

22

23

24

A.

A.

A.

Yes. Staff did not apply any multiples to some meter sizes and small multiples to the

largest meter sizes relative to the existing rates and Company's rebuttal proposal. Since

Staff has not explained their reason for changing, the Company recommends the

Commission not adopt Staffs private fire rates. In the Company's rate consolidation

scenario, the mathematical square of the size of the private fire line is used to
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1

2

3

differentiate rates. For example, two inches squared is four and three inches squared is

nine. Thus, dividing nine by four gives a meter multiple of 2.25 for the three~inch meter

as compared to the two-inch meter for private fire.

4 IV OTHER STAND-ALONE ISSUES

5 INFRASTRUCTURE IMPROVEMENT SURCHARGE

Q- STAFF'S MR. MICHLIK OPPOSES THE COMPANY'S PROPOSED

INFRASTRUCTURE IMPROVEMENT SURCHARGE (m11Sm) AS AN

EXTRAORDINARY RESPONSE TO ORDINARY CAPITAL IMPROVEMENTS.

IS ANY CAPITAL PROJECT ORDINARY THESE DAYS?

6

7

8

9

10

11

12

13

14

15

16

a

17

18

19

20

No. First, the parties will need some clarity as to whether the HIS is a topic for the

revenue requirement phase of this case or the rate design phase. RUC() discussed it in

the former and the Company responded to RUC() in the March 22, 2010 Rebuttal

Testimony of Mr. Paul G. Towsley, whereas Staff discussed it in their March 29, 2010

Rate Design Testimony (Michlik, Page 9, lines 1~l5). The response already provided by

Mr. Towsley addresses Staffs position. I would only add that capital is scarce today

and no capital improvement should be labeled as "ordinary." There are presently too

many demands on the Company's scarce capital which must be very carefully prioritized.

The HIS, if approved, would provide a slight competitive edge to the Sun City Water

district for the identified categories of capital improvements and replacements because

the HIS reduces regulatory lag.

21

22

23

24

Q.

A.

SUN CITY LOW INCOME PROGRAM

DID STAFF'S MICHLIK OVERLOOK INCREASING THE SUN CITY WATER

DISTRICT'S LAST RATE BLOCK FOR THAT DISTRICT'S LOW INCOME

PROGRAM?
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9

Yes. Since Staff does not discuss this program, one can only assume they wish to

continue it from observing Michlik Schedule JMM-1. There, Staff recommends the 50%

discount for residential 5/8 inch low income customers continue. However, they did not

address the prograln's funding. As per Staffs discount and assuming 1,000 customers

participate, the updated annual subsidy is $54,000. As the Company has disclosed,

enrollment is presently less than the 1,000 customer maximum and the fund is over

collected. So long as the Commission acknowledges in the order in this case that it

wishes to continue the Sun City low income program, its balancing account

feature(which allows the Company to late refund any over charge or recover any under

charge) and authorizes a surcharge which can be true-up annually, the Company is

satisfied.

10

11

12 V RATE CONSOLIDATION

Q. STAFF RFCOMMENDS CONTINUATION OF DISTRICT STAND-ALONE13

14

15

16

17

TARIFFS. WHAT IS THE C()MPANY'S CURRENT POSITION? ~.

18

19

20

21

22

23

Although we would have preferred for the Commission to more strongly support rate

consolidation by this point in the case, the Company's current position must be identical

to Staff as regards continuing district stand-alone rates versus adopting single tariff

consolidated tariffs. I comment herein, as does the testimony of the Company's

consultant Ms. Connie Heppenstall, on the Staffs March 29, 2010 rate consolidation

scenarios. Both of us support a variation on the Staffs rate consolidation scenario one in

the event the Commission is inclined to implement a version of consolidated rates in this

case (which also includes the districts from the prior rate case). This current position is

consistent with the Company's prior position of following the Commission's lead on this

24

A.

A.

topic.
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1 WASTEWATER METER MULTIPLE

2

3

Q- DID STAFF RELY ON TOO LARGE OF A METER MULTIPLE IN ITS

CONSOLIDATED WASTEWATER RATE DESIGNS?

4

5

6

7

8

Yes. In Stafi"s Scenarios 1 and 2 for wastewater, Staff used a meter multiple sixteen

times greater than the 5/8 inch rate for any customer with a greater than two-inch water

meter. This is odd because Staff's Mr. Michlik did not use such a large meter multiple in

his recommended stand-alone wastewater rates. Such a large meter multiple is contrary

to existing rates.

WHAT DID STAFF'S MR. MICHLIK DO DIFFERENTLY IN THE

WASTEWATER R.ATE CONSOLIDATION SCENARIOS?

9

10

11

12

13

14

15

16

First, Mr, Michlik derived his recommended rate for a 5/8 and 3/4 inch water meter

customer that is also a sewer customer. Then, he applied the water meter equivalent

factor to each meter size. Therefore, he recommended a one-inch water meter customer

have a basic service charge (flat sewer rate) that is 2.5 times the 5/8 inch charge.

Likewise, the one and a hawfinch meter is five times, the two inch meter customer is 8

times greater and the greater than 2 inch meter charge is 16 times greater.

17

18

19

20

21

22

Q- WHY IS THIS GENERALLY NOT THE PREFERRED METHOD FOR

DETERMINING THE SEWER BASIC SERVICE CHARGE FOR DIFFERENT

23

A.

A.

Q.

A.

METER SIZE CUSTOMERS?

A sewer line into an establishment is different in sizing than the water line/meter size.

One would expect that the differential would not be as great as in a water meter, For

example, a residence with a 5/8" meter may have a 4" sewer lateral coming from the

home, yet a commercial customer with a 2" meter might only have a 6" sewer line.
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1 Q.

2

WHAT ARE THE METER MULTIPLES IN THE COMPANYS VERSION 3 OF

THE RATE CONSOLIDATION MODEL?

3

4

5

6

7

8

For a one-inch Commercial water meter customer it is 2.67 times the 5/8" sewer Basic

Service Charge, a one and one-half inch water meter customer is 4.67 times and for a two

inch meter it is 7.3 times. Although both Staff and Company support a consolidated 5/8

inch sewer Basic Service Charge Flat Rate in the $32 to $34 dollar range, we are

concerned about the higher rates Staff used for the larger water meter sizes. We

alternatively recommend using the Company's multiples.

9

10

SUPPORT FOR A VARIATION OF STAFF'S RATE CONSOLIDATION

SCENARIO 1
l

11

12

13

14 A .

15

16

Q.

17

18

19

20

21

22

HOW CAN THE COMMISSION MAKE ACCEPTABLE TO CUSTOMERS OF

SUN CITY AND MOHAVE THE HIGHER RATES ASSOCIATED WITH

STAFF'S STATE-WIDE RATE CONSOLIDATION SCENARIO?

The Commission can order a transition period of, say, three years, four years or five

years, during which each district will complete a transition from stand~alone to

consolidated rates. In each year of the transition, the transition rates are designed to

produce the total revenue requirement. This would reduce the rate impact on, for

example, Sun City customers, by raising rates more slowly and would consequentially

slow down the rate reduction for the high rate districts such as Tubac. The Company's

consultant, Ms. Heppenstall, presents a. three-step transition alternative in her testimony

which is a variation on Staffs scenario one but uses the Company's rebuttal revenue

requirement for the districts in this case. Scenarios with more steps can be created.

23

24

Q.

A.

ARE THEY ANY OTHER MAJOR DIFFERENCES IN THE COMPANY'S

VARIANT AS COMPARED TO STAFF'S SCENARIO 1?
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Yes. At the rate consolidation training session, it was proposed and discussed that it is

desirable to consolidate the monthly minimum charges for the residential 5/8 inch, 3/4

inch and l inch meter customers. The I inch meter customers generally have fire

sprinklers installed in their homes and pay a much higher monthly minimum charge as a

result. It is not unusual for the Company to receive a request from a customer to

downsize a l inch meter to a smaller meter in order to obtain a lower monthly minimum

charge. The Company is troubled by this occurrence as the l inch meter size is the

appropriate meter size for a home with fire sprinklers, but we are generally not able to

deny such a request from a determined customer.

10 Q. DID STAFF RECQMMEND TOO FEW RESIDENTIAL RATE TIERS?

11 Staff

12

Yes, the Company's variation on Staffs scenario one recommends five tiers.

recommends three. Paradise Valley presently has Hve and Tubae four. staff s

13

14

15

recommendation for a first tier of 0 to 3,000 gallons is good, but their third tier begins at

10,000 gallons for all remaining consumption. However, several of the Company's

districts have significant residential water consumption at much higher levels.

16 OPPOSE STAFF'S RATE CONSOLIDATION SCENARIOS 2 and 3

17 Q. WHY DOES THE COMPANY BELIEVE NO OTHER SUB-GROUPINGS OF

18

19

20

21

22

23

24

A.

A.

A.

THE COMPANY'S DISTRICTS ARE SENSIBLE?

Staff scenarios Two and Three are essentially arbitrary combinations of various

Company's districts that are difficult to justify to customers. These groupings will not

reduce the number or frequency of rate cases, but will make odd combinations of

communities. Grouping Sun City and Sun City West together is very difficult because,

for example, residents of Sun City will object to paying for Sun City West's arsenic

facilities and later Sun City West residents will object to paying for upgrades to Sun
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1

2

3

4

5

6

7

City's much older infrastructure. I cannot understand the basis for grouping the small

groundwater based Paradise Valley district with the much larger surface water based

communities of Anthem and Agua Fria. l cannot find any good reasons either to combine

the much larger Mohave district with Tubac. Staff did not state their reasons for their

groupings. If the Commission detemiines that rate consolidation is appropriate, the only

sensible and valuable long~term approach is state-wide rate consolidation with a

transition percentage that mitigates the short~term increases.

8 CONSISTENT NON-POTABLE WATER RATES

9 Q.

10

EVEN IF THE COMMISSION DOES NOT ADOPT CONSOLIDATED RATES,

DO YOU RECOMMEND A CONSISTENT STATE-WIDE FRAMEWORK FOR

11 NON-POTABLE RATES BE AUTHORIZED?

12 A.

13

14

15

16

17

18

Yes, for several reasons. The Company provides non-potable water in three forms:

treated effluent, raw CAP water and raw untreated groundwater. The Company believes

the Commission should establish associated tariffs with incentives to use these alternative

sources of water instead of using potable water and that the pricing of these three non-

potable sources be sensible in comparison to a potable water benchmark. As a starting

point, the Company recommends effluent receive a 50% discount, raw CAP water a 30%

discount and raw groundwater a 20% discount as compared to a benchmark commercial

19 second tier rate (whether a consolidated or district stand-alone benchmark). The

20

21

Company's Mr. Towsley can address this concept and the reasons for the discounts, in

part, because they are being discussed in the Arizona blue ribbon water panel underway.

22 Q- WHAT'S THE PRESENT SITUATION IN THE COMPANY'S TERRITORY?

23

24

A. In Agua Fria district, Verrado takes primarily effluent, but also some raw CAP water.

Colts Bella uses raw groundwater. In Sun City, Coyote Lakes uses raw groundwater and
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1

2

3

4

5

6

7

8

many other Sun City irrigation accounts use potable water. Coyote Lakes is not that far

from the Company's Northwest Valley regional wastewater treatment facility and could

alternatively utilize treated effluent if given a strong incentive. In Anthem, only effluent

is used. Verrado presently pay the highest rates for treated effluent irrigation at $2.728

per legals and Staff has proposed $2.56 per legals for Anthem, yet they rely on effluent for

which the Company recommends a 50% discount relative to potable pricing. In Sun City,

irrigation accounts are using potable water and paying only $0.85 per legals. So, these

tariffs are upside down from where they need to be from a policy perspective.

9

I()

11

12

13

14

15

16

17

18

19

20

Q. DOES THE COMPANY HAVE A SPECIFIC PROPOSAL FOR DISCOUNTED

NON-POTABLE RATES AT THIS TIME? v

No, however the Company has heard from Verrado, Anthem and Comte Bella that current

and proposed rates are exacerbating their financial difficulties at this time and the

Company has encouraged Verrado and Comte Bell to intervene in the case to argue their

position. Anthem Golf Course has already intervened. At this point, the Company is

sensitizing the parties to this issue and asking the Staff and RUCO to consider a more

sensible pricing of non-potable water such that Anthem and Agua Fria's non-potable

rates would decrease and Sun City water's irrigation potable tariff would increase. This

could be accomplished whether stand-alone or rate consolidation is authorized. For

purposes of the Company's variant on Staffs consolidation scenario one, the Company

has used a non-potable rate of $2.50 per legal for the time being as a placeholder.

21

22

Q- DOES THIS CONCLUDE YOUR REBUTTAL OF STAFF'S RATE DESIGN AND

RATE CONSOLIDATION TESTIMONY IN THIS CASE?

23

24

A.

A. Yes, for this submittal, but with the caveat that several issues remain open at this time

which will be further addressed by the Company on May 14, 2010.
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Meter Size

Tier One Tier Two Tier Three

Basic
Service
Charge

Commodity
Rate

(per 1,000
gallons)

First Tier
Breakover
(gallons)

Commodity
Rate

(per 1,000
gallons)

Second
Tier

Breakover
(gallons)

Commodity
Rate

(per 1_0o0
gallons)

Third Tier
Breakover

Residential 5/8-inch
and 3/4-inch meter

customers

$17.53 $1.54 4,000 $2.41 10,000 $3.08 Infinite

Meter Size

Tier One Tier Two Tier Three

Basic
Service
Charge

Commodity
Rate

(per 1,000
gallons)

First Tier
Breakover
(gallons)

Commodity
Rate

(per 1,000
gallons)

Second
Tier

Breakover
(gallons)

Commodity
Rate

(per 1,000
gallons)

Third Tier
Breakover

Residential 5/8-inch and
3/4-inch meter customers

$15_00 $1.13 4,000 $170 18,000 $2.04 Infinite

4.

I. Introduction

In Arizona Corporation Commission ("ACC") Decision No. 70372, which authorized a permanent
rate increase for Arizona-American's Anthem Water District, Arizona-American was ordered to
conduct a study of the effect that tiered water rates approved in Decision No. 70372 would have
on water consumption in the Anthem Water District ("Anthem"). The ACC was interested in
knowing whether and by how much rate increases and rate tier blocks was causing water
conservation.

The following study was conducted in compliance with this Decision.

This study chose to measure the effect that tiered water rates have on residential water
consumption in Anthem by comparing pre-rate increase water consumption to post-rate increase
water consumption for a large sample of Anthem water customers. Under this comparative
framework, a variety of statistics were developed to answer a range of questions related to water
consumption behavior in Anthem.

ACC Decision No. 70372 authorized a permanent rate increase that became effective on June 4,
2008 which changed both the rates and the tier blocks. Previously, Anthem had a three~tiered
rate structure with rate blocks between 0-4,000 gallons, 4,001-18,000 gallons, and >18,000
gallons. The current rate structure defines three rate blocks between, 0-4,000 gallons, 4,001-
10,000 gallons, and >10,000 gallons. Thus the current rate design, effective June 4, 2008, had
the effect of shortening the second tier by 8,000 gallons, and thereby beginning the third tier
8,000 gallons sooner. The commodity price paid by customers for each 1,000 gallon increment
associated with the rate blocks also increased June 4, 2008.

Table 1. Current Anthem Residential Water Rate Structure Following June, 2008 Rate Increase

Table 1 summarizes the current residential water rate structure in Anthem for the meter sizes with
the vast majority of residential customers. Table 2 summarizes the previous rate structure. The
unit price for first tier volumes (whose volume allocation was unchanged by the rate increase)
changed from $1.13 to $1.54 per 1,000 gallons, a 36% increase. The unit price for second tier
volumes changed from $1.70 to $2.41 per 1,000 gallons, a 42% increase. The second tier was
also shortened by 8,000 gallons. The unit price for third tier volumes changed from $2.04 to
$3.08 per 1,000 gallons, a 51% increase. The third tier also begins 8,000 gallons sooner. For

Table 2. Anthem Residential Water Rate Structure Prior to June, 2008 Rate Increase

2



o

the average residential customer (one who consumes 9,000 gallons a month), the rate increase
had the effect of increasing monthly water bills by 27%.

After reviewing the rate structure and unit price changes that arose from the rate increase it will
be useful to discover how consumption changed in the Anthem district and whether certain pre-
rate increase consumption groups behaved differently than others following the rate increase. Of
particular interest will be the group of customers who formerly were consuming in the second tier,
in the volume range of 10,001-18,000 gallons, but following the rate increase are now consuming
in the third tier. The unit price of this 8,000 gallon range increased by 81%. Thus there would be
an intuitive expectation that the group of customers who were consuming in this range prior to the
rate increase would alter their consumption habits more than customers in the other tiers because
of their greater price incentive to conserve.

By deploying an analytical framework that compares pre-rate increase water consumption to
post-rate increase water consumption for a large sample of customers, this study aims to provide
a useful evaluation of the effect that tiered water rates have on residential water consumption in
Anthem. As part of its overall evaluation, this studymakes use of tables and graphs to provide
visual representations of consumption trends, in addition to a descriptive written narrative.

\

This study is organized as follows: a description of the sample data that was used to generate
statistics, the statistical results presented in tables and graphs; a discussion and interpretation of
the statistical results, and concluding remarks regarding the study's findings.

II. Sample Data

A 26~month period spanning from June, 2007 through July, 2009 was used as the sampling
period for this study. A sampling period ending July, 2009 was chosen because this would
provide 12 months of data following the rate increase effective June 4, 2008. Also, by choosing
July, 2009 as the ending month of the sample period an equal number of pre and post rate
increase months were examined.

The sample period was broken into two 13-month periods, the first running from June 2007 thru
June 2008 (Period 1, pre-rate increase), and the second from July 2008 thru July 2009 (Period 2,
post~rate increase). This created identifiable periods of pre-rate increase (Period 1) and post-rate
increase (Period 2) that eased the comparative analysis and discussion of the study's results.

Of the roughly 8,325 residential Arizona-American customers who have 5l8" or 3/4" meter sizes in
Anthem, a sample of 5,671 residential customers was used for this study. This represents nearly
70% of residential customers. The criteria to be included in the sample were that each residential
account had to be continuously active for at least 23 of the 26 months in the sample period with
the same account number. By requiring at least 23 of 26 months of active consumption, the
study maintained nearly a 90% continuity in consumption activity while allowing the sample to be
as large as possible. Furthermore, continuously active accounts were required in order to
maintain confidence that the same customer was present prior to, and after, the rate increase and
thus their objectives concerning water conservation would be incorporated in that account's
consumption figures. For those account numbers that had one, two, or three missing values, the
missing value(s) were filled in using the median value of the remaining actual consumption
figures. This process affected less than one percent of accounts and thus posed no significant
risk of distorting consumption figures.

Although relying upon the same account numbers throughout did not control for all impacts of
water usage at the customer level (e.g., having a child, building a swimming pool, losing a job,
etc), it did help to minimize even larger impacts (e.g., a home sale with different home
occupants).
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Sample Period
Water Consumption
(in 000's of Gallons)

Percentage of Total

1
(June 2007 - June 2008) 842,171 51 .3%

2
(July 2008 -- July 2009) 800,909 48.7%

Total 1 ,643,079 100%

0

3

i
3
3

311
43I
9

Ill. ResultslDiscussion

To determine what effect tiered rates would have on water consumption in Anthem, a range of
questions were developed that required statistical calculations. The resultant statistics help
provide important descriptive information regarding water consumption in Anthem. First, how did
aggregate water consumption among the sample group change over time.

Table 3 shows the aggregate water consumption of the sample group for both Period 1 (pre-rate
increase) and Period 2 (post-rate increase). As can be seen in Table 3, there was a decrease of
41 million gallons in consumption from Period 1 to Period 2, for the sample.

Table 3. AnthemAggregate Water Consumption by Sample Period

This amounts to a five percent decrease in total consumption across periods. Furthermore,
Figure 1 shows water consumption by month for the entire sample period. Except for the month
of October, each month's consumption decreased or remained unchanged following the June
2008 rate increase relative to the same month in the prior year.
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From contemplating these initial consumption statistics by period a number of important questions
arise that deserve examination. Principally, if Anthem customers decreased consumption
(conserved) following the June 2008 rate increase, by how much did they conserve on average?

Not all Anthem customers conserved on a net basis after the rate increase. FrOm the period July
2008 to July 2009 (Period 2), 3,283 customers of the sample's 5,671 customers decreased their
consumption on a net basis relative to Period 1 (net basis means summing all the monthly
decreases and increases in consumption for a given customer relative to the same month in the
prior year). This represents almost 58% of the entire sample group. Conversely almost 42% of
the sample group increased, or left their consumption unchanged, on a net basis. The average
decrease in consumption for the 3,288 customers who did Conserve on a net basis was 31,270
gallons, which translates into an average of 2,410 gallon per month decrease for Period 2.
Conversely, for the 42% of customers who increased their consumption on a net basis their
average increase for Period 2 was 24,100 gallons, which translates into an average of 1,850
gallon per month increase. Thus on a net basis, Anthem customers each conserved 560 gallons
per month on average in Period 2.

L

Taking this train of thought further, how did customers change their consumption habits relative to
the rate structure in Anthem? Prior to the June 2008 rate increase, Anthem had a three-tiered,
increasing block rate structure, with the first tier ranging from 0-4,000 gallons, the second from
4,001-18,000 gallons, and the third greater than 18,000 gallons. After the June 2008 rate
increase became effective, Anthem maintained a three-tiered, increasing block rate structure, but
the tier breakpoints changed. The first tier remained 0-4,000 gallons, but the second shifted to
between 4,001-10,000 gallons, and the third greater than 10,000 gallons. Thus the best way to
analyze the behavior of customers is to break the rate structure into four tiers, so that both the
pre- and post-rate increase rate structures are preserved and the analysis not duplicated. This is
accomplished by differentiating the rate tiers into a group whose consumption is greater than
18,000 gallons per month, one that is between 10,001-18,000 gallons, one that is between 4,001-
10,000 gallons, and one that is less than or equal to 4,000 gallons.

In order to analyze the behavior of customers relative to the rate structure it is necessary to track
them individually to understand their collective behavior. For example, an individual customer
may consume in each of the four tiers over the course of the sample period. Some may
consistently consume in the same tier. Therefore it is difficult to label a group of customers as
"third tier" or "second tier", etc., because of changes in consumption over time. Due to this
fluctuation, it is necessary to take a month-by-month approach to the distribution of customers
among the consumption tiers. Table 4 (on the next page) summarizes how customers who
consumed in a given consumption tier in one month changed (or did not change) their
consumption in the same month the following year. By representing consumption changes on a
monthly basis, customers of a givenconsumptiontier can be tracked to know how their
consumption changed following the rate increase.

By examining Table 4 one can see the general patterns of how a consumption tier group reacted
to the rate change. For example, of the 1,149 customers who consumed in the fourth tier in June
of 2007, 56.2% of them also consumed in the fourth tier one year later. Interestingly, 34.4% of
them consumed in the third tier a year later, 8.2% in the second tier, and 1.2% in the first tier. For
each consumption tier in each month, Table 4 shows the distribution of that exact group of
customers among the four tiers in the same month one year later.

Since the rate increase occurred June 2008, the question was posed as to consuming behavior
for comparable months pre and post rate increase. For example, in the fourth tier, 65.8% of
customers in the fourth tier in July 2007 still consumed in that tier in July 2008, but by July 2009,
only 59.5% of those consuming in the fourth tier were still at that level. Similarly compare the
third tier (10,001-18,000 gallons) where, 57.2% of customers who consumed in the third tier in
June 2007 also did so in June 2008, whereas only 52.9% of customers who consumed in the
third tier in June 2008 also did so in June 2009. Another example comes from the first tier where,
60.3% of customers who consumed in the first tier in June 2007 also did so in June 2008,
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June07 July07 Aug07 Sept07 Oct07 Nov07 Dec07 JanOB Feb08 Mar08 Apron May08 June08 Julyo8

Monthly
Average

Monthly
Customer
Total

5,671 5,671
I

5,671 5,671 5.571 5.671 5,671 5,671 5,671 5.671 5.671 5.671 5.671 5,671

L.
.2
5-
.c*J
4

Total Cult
in Tier

4th Tier

3rd Tier

2nd Tier

1st Tier

1.133 513894 518 2373251.382 9573011.149 1.0411,300 1.269

54.0%

33.5%

10.8%

1 .7%

51.0%

36.2%

11.6%

1.2%

54.6 /,

34.6%

10.1%

0.8%

65.2%

27.9%

10.2%

1.8%

26.5 A.

41.5%

25.2%

5.8%

61.9%

28.3%

19%

1.9%

57.1v

31.2%

10.4%

1.3%

56.2 /

34.4%

8.2%

1.2%

30.4v

37.5%

253%

6.8%

65.8 /

26.4%

6.8%

1.0%

32.6%

39.2%

24.9%

3.3%

42.9%

37.2%

18.1%

1.8%

59.5%

31.0%

8.0%

1.5%

40.5 A

392%

17.0%

3.4%

M

49.1 A

34.3%

t4.2%

2.4%

L
2
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Total Cust
in Tier

4th Tier

3rd Tier

2nd Tier

1st Tier

.1.7241,745 9541.639 1.49s1.2031.5271,770 1.7051.695 1.8171.18a 1.7451,675

15.9%

55.7%

26.0%

2.4%

15.0%

53.0%

29.0%

3.0%

13.4%

53.5%

30.3%

2.8%

10.7%

48.0%

38.1%

3.2%

10.7%

52.9%

33.5%

2.9%

18.7%

55.9 /0

23.8%

1.7%

8.5%

39.6%

45.9%

5.1%

10.2%

45.0 A

39.4%

4.4%

17.5%

54.2v

26. 1 °/,

2.2%

12.8%

57.2 /

28.1%

1.9%

9.5%

'45.0%

38.6%

6.9%

10.9%

51.2%

34.1%

3.8%

18.1%
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23.5%
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16.4%
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Total Cust
in Tier

4th Tier
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16.9%

ss.9/»

14.6%

2.2%

12.0%
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1.6%

14.3%

sa.1 /»

15.4%
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17.2%

59.3%
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13.9%
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14.o/.

a.2%

15.3%
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2nd Tier
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05%
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05%
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08%
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15%
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05%
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1.0%
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29.2%

56.3A

\ .
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whereas 73.6% of customers who consumed in the first tier in June 2008 also did so in June
2009. This trend may demonstrate customers' increased awareness of higher water rates and
their reluctance to increase consumption in the case of the first tier example, or their desire to
decrease consumption in the case of the third tier example.

Table 4. Distribution of Customers Among Tiers In Same Month One Year Later

s...

. 2
| . . .
4-1
Ia

F

Table 4 shows the distribution of customers among the consumption tiers in the same month one year later. For instance, in
June of 2007 there were a total of 5,671 customers in the sample, 1,149 consumed in the fourth tier, 1,110 in the third tier, 1,979 in
the second tier, and 773 in the first tier. For any one of the tiers (marked by the boxes farthest to the left with vertical lettering),
the percentages beneath that tier's customer count for the month indicated by the top line are the percentage of customers who
remained in that particular consumption tier one year later. So, in June of 2001, of the 773 customers who consumed in the first
tier, 60.3% of them also consumed in the first tier in June of 200a, 33% moved to the second tier in June 2008, 5% to the third, and
1.7% to the fourth. The percentages indicate how that exact group of customers in that tier consumed in the same month one
year later.

To complement Table 4, Table 5 shows the household change in consumption relative to the prior
period for the tier consumption groups by month. For the group of customers in the third tier
example in the preceding paragraph, per capita consumption decreased by 450 gallons in June of
2008 relative to June 2007. On average, the third tier consumption group decreased their
consumption by 680 gallons per customer per month in the period following the rate increase.
Remember, on average, Anthem customers decreased consumption by 560 gallons per customer
per month following the rate increase. Similarly, on average, the fourth tier consumption group
decreased their consumption by a large 7,580 gallons per month in the period following the rate
increase. This large per capita decrease Suggests that consumption at the upper end of the
range was more discretionary in nature. Conversely, the second and first tier consumption
groups both increased their per capita monthly consumption in the period following the rate
increase, which probably is due to the fact that, for customers who are already at or near the low
end of their consumption thresholds, any changes in consumption are likely non-discretionary
consumption increases. Nonetheless, the data from June and July 2009 for the second and first
tier consumption groups show a declining trend compared with the same months in the prior year.
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JuneoB July08 Aug08 septce OCIO8 Nov08 Dec08 Jan09 Febog Mar09 I Apr09 May09 June09 JulyD9 Average
4th
Tier ~6.64 _5.61 -7.70-4.59 ~5.52 -6.76 -8.92 -12.48 -12.10 -9.99 -696 -6.54-6.4t -5.83 -7.58
3rd
Tier -0.45 0.180.31 -109 0.48 -0.25 -1.28 -1.57-1.84 »0.17-1.20 -1.22 -1,11 ~O.24 ~0.68
2nd
Tier 0.871.06 1.65 0.651,40 1.65 0.12 0.29 0.65 0.43 0.520.95 0.660.34 0.80
1 st
Tier 1.84 1.94 1.39 2.072.28 1.25 1.05 1.21 1.33120 1.07 0.861.39 1.10 1.43

Near a Tier Breakpoint Total Sample

Per Capita Decrease Per Month,
in Gallons 830 560

Table 5. Per Capita Change In Consumption Relative to Prior Period (00.0's Gallons)

To this point, this study has attempted to define certain customer sub-groups based orrtheir
consumption levels and to describe their consumption patterns relative to the changing rate
structure and price signals due to the June 2008 rate increase. This analysis has been focused
on determining where most of the conservation has been occurring relative to the rate structure
and discovering whether certain sub-groups who have a greater price incentive to decrease their
consumption have actually done so more than an average customer, Within this analytical
framework, another interesting question to ask then is, if an Anthem customer consumed near a
tier breakpoint in Period 1, did they decrease consumption more than the average level of
decrease per customer per month in Period 2?

I

To answer this, it is necessary to know what the average level of consumption decrease was per
customer per month between Period 1 and Period 2. In Period 1 the average consumption per
customer per month was 1 1,420 gallons. For Period 2 average consumption was 10,860 gallons.
Thus the average decrease per customer per month was 560 gallons in Period 2.

An Anthem customer who consumed near a tier breakpoint is defined as anyone who consumed
within 3,000 gallons above a tier breakpoint. 3,000 gallons seemed a substantial enough change
yet attainable. This means anyone consuming between 18,001-21,000 gallons, anyone
consuming between 10,001-13,000 gallons, or anyone consuming between 4,001-7,000 gallons.
In total there were 4,686 customers who, if defined as consuming near a tier breakpoint,
decreased their consumption for at least one month in Period 2. This is nearly 83% of the sample
group of 5,671 customers. In Period 1, this group of customers' average consumption per month
was 10,940 gallons. In Period 2 their average consumption was 10,100 gallons. Thus the
average decrease per customer per month was 830 gallons in Period 2, which confirms that
those individuals who were consuming near a tier breakpoint prior to the June 2008 rate increase
did decrease their consumption more (48% more) than the average level of decrease per
customer per month, This result suggests that customers who faced a smaller hurdle in order to
drop into a lower rate tier were more inclined to do so and thus conserved more than the average
Anthem customer.

Table 6. Average Decrease Per Customer Per Month Near a Tier Breakpoint vs. Sample
Average Decrease Per Customer Per Month Between Periods

How Did the Weather Impact Period 1 versus Period 2

The Period 1 monthly average temperature was 77.1 degrees Fahrenheit. The Period 2 monthly
average temperature was 77.7 degrees Fahrenheit. Period 1 experienced 9.14 inches of rainfall
and for Period 2 it was 9.01 inches of rainfall.

Weather has an impact on the amount of water customers use over the course of the year.
Whether it is due to fluctuations in temperature or rainfall or both, the weather can affect

7



customer water usage In Phoenix in the SUlvllll€l' months, when average dally temperatures are
highest, customer dally water requirements are also higher, usually due to outdoor water use
Figure 9 <*v"~°  the relatmnshln Rf total monthly water consumption of the Anthem samr~'e nr » '» f
compared with the average daily temperature As can be seen, these two statistics are highly
visually correlated and track very tightly together. Also, the spread between summer month and
wither month consumption totals is striking. The average spread between summer (May-Oct.)
and winter (Nov,-April) for the sample period was roughly 15 mlllxon gallons, with the max spread
at nearly 35 million gallons

41
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Rainfall also has an effect on water consumption, as it substitutes some of the outdoor watering
that is required of customers Figure 3 shows the trend of monthly rainfall totals (taken from the
Anthem Water District facility) compared to monthly water consumption rn Anthem Unlike the
visual correlation demonstrated by Figure 2, between water consumption and average daily
temperature little correlation appears between water consumption and monthly rainfall totals for
the sample period
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Rainfall Temperature
Water Consumption -0251981534 0.793451689

92.7 95.8 96.2 90.3 78.2 70 53,2 76.4

54.7 58.3 66.7 74 78.5 93.2. 94.9 92.9 89.9 77.9 67.1 55.8 75.4

58.7 60.7 67.5 71.4 86.2 88.7 98.3 75.9

z

Table 7 reports the statistical linear correlation of the sample water consumption to the sample
rainfall and temperature. The correlation values indicate a weak negative correlation between
sample water consumption and rainfall, and a strong positive correlation between sample water
consumption and temperature. in general terms, this indicates that greater water consumption
tends to correlate with less rainfall (albeit weakly), and greater water consumption tends to
correlate with higher temperatures (strongly). It should be noted, however, that by examining
Figure 3 one can see that most of the rainfall recorded during the sample period falls during
winter months when outdoor watering demands are less than during the summer. One would
expect that if more of the rainfall occurred during summer months, overall water demands would
be less that they would have otherwise because outdoor watering would be supplemented by the
rainfall to a greater extent. This would likely have an effect on the correlation statistic between
water consumption and rainfall under this hypothetical scenario, and may provide a context with
which to view the actual correlation statistic of the sample data.

i

Table 7. Correlation of Sample Water Consumption to Sample Rainfall and Temperature

Table 8 displays the monthly average temperatures (National Weather Service data for Phoenix)
that are used in Figure 2 for the 26 month sample period. If the data for the first 13 month period
(Period 1) is averaged, the Period 1 monthly average is 77.1 degrees Fahrenheit. If the same is
done for the second 13 month period (Period 2), the Period 2 monthly average is 77.7 degrees
Fahrenheit. All Other things equal, one would expect that water consumption would have
increased in Period 2 relative to Period 1 due to the higher average temperatures. However, as
Table 3 shows, water consumption decreased five percent, or 41 million gallons, between
periods. This fact suggests that, even despite the strong positive correlation between average
monthly temperatures and water consumption for the sample data, Anthem customers may have
chosen to decrease (conserve), rather than increase, their consumption in the face of higher
average temperatures due to observed price signals(higher water rates).

Table 8. Monthly Average Temperatures (in Degrees Fahrenheit) for 26 Month Sample
Period

Year Jan

2007

2008

2009

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Annual

Table 9 displays the monthly rainfall totals recorded at the Anthem Water Campus for the 26 '
month sample period. The rainfall graphic depicted in Figure 3 utilizes these same data. If the
data for the first 13 month period (Period 1) is totaled, the total is 9.14 inches of rainfall. If the
same is done for the second 13 month period (Period 2), the total is 9.01 inches of rainfall. This
indicates there was a slight decrease in rainfall between periods, and despite the weak negative
correlation between water consumption and rainfall for the sample data, water consumption
decreased as well. Thus this fact also suggests that Anthem customers may have chosen to
decrease water consumption based on observed price signals (higher water rates) despite less
rainfall.

i
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0.00 0.89 0.16 0.24 0.00 1.57 2.37 5.23

2.98 0.63 0.00 0.00 0.30 0.00 0.76 0.58 0.24 0.00 0.87 2.87 9.23

0.33 t.32 0.04 1.08 0.79 0.00 0.13 3.69

Table 9. Monthly Rainfall Totals (in Inches) for 26 Month Sample Period

Year Jan

2007

2008

2009

Feb Mar Apr May Jun Jui Aug Sep Oct Nov Dec Armuai

Income Effects

Income is another variable that could have an influence on water consumption habits.
Unfortunately there was no consistent income data for the Anthem community that spanned the
sample period used for this study. Thus without knowing how incomes have changed over time
in Anthem, no comparisons could be made in the context of the water rate increase.

I V .  C o n c l u s i o n

This study has examined the short-term (1-year) impacts of Anthem's rate increase and new rate
design effective June 4, 2008 on residential water consumption among the 5/8" and 3/4" meter
customer group.

When viewed collectively, the statistical results of this study are very suggestive that Anthem
water customers have indeed decreased their water consumption due to an increase in observed
water prices experienced following the June 4, 2008 rate increase and new tiered rate design.

There are four main reasons why the resultant statistics to the questions posed earlier in this
study are suggestive that the 2008 rate increase did have an effect on the aggregate water
consumption decrease in Anthem. First, it is believed that there is a lag effect on the time it takes
customers to respond to price changes, and this expectation is confirmed by the fact that year-
over-year (for the two months of data for which this is applicable, June and July), aggregate water
consumption continued to decline. This indicates that as time went on more and more customers
became aware of the rate impact and consequently altered their consumption habits accordingly.
Second, those customers who generally had the greatest price incentive to reduce their
consumption (those in the third tier, consuming between 10,001-18,000 gallons per month)
indeed decreased their consumption more than the average level of decrease per customer per
month (a decrease of 680 gallons per customer per month, as opposed to the sample average of
560 gallons per customer per month). Third, customers who consumed near a tier breakpoint
(and thus had a less formidable attempt at reducing their consumption to drop into a lower priced
rate tier) also decreased their consumption more than the average level of decrease per
customer per month (a decrease of 830 gallons per customer per month, as opposed to the
sample average of 560 gallons). Fourth, despite a slight increase in average temperature from
Period 1 to Period 2 (which would theoretically correlate with increased water consumption), and
a slight decrease in rainfall from Period 1 to Period 2 (which would also theoretically correlate
with increased water consumption), aggregate water consumption for the sample decreased by
roughly 5% between periods.

Thus within the context of the rate tiers themselves, Anthem customers responded to the rate
increase in a more or less expected fashion: on average, customers with a greater incentive to
conserve did so. Furthermore, based on the temperature and rainfall patterns of the sample
period, customers should have been induced to increase their consumption, theoretically, but did
not, perhaps because of the new price signals they.faced following the rate increase.

10



From the Company's perspective of desiring revenue stability, the 5% aggregate water
consumption decrease for the sample has a significant downward effect on revenues derived
from water sales, which is not considered in the rate setting process. Of the roughly $5,000,000
in annual residential revenues generated by water sales in Anthem, the volumetric component of
those residential sales constitute 45%, or approximately $2,250,000, of the total sales. If the 5%
aggregate water consumption decline from the sample used in this study is applied to the
$2,250,000 figure, $112,500 is the amount that can be considered the estimated revenue lost due
to water conservation in Anthem. This constitutes 2.25% of annual residential revenues
generated from water sales lost within one year of the rate increase with additional erosion likely
on a longer term. Future rate increases that bring water rates in line with the cost of providing
water service in Anthem will to continue to have an impact on the amount of water usage in the
Anthem community, which in turn has an effect on the cost of providing that service. The rate
setting process is a cyclical, mutually conditioning process, where consumption affects the unit
cost determination of the cost of service, it is very important to acknowledge this fact, as these
cyclical dynamics will continually be at work. Moreover, if the rate structure in Anthem - or any
community - hereto continue to be fashioned with enhanced water conservation in mind, the
degree to which that would have an effect on revenue stability would likely also be enhanced (i.e.,
decoupling). The implication of water conservation on revenue stability should be a matter of
importance that should be addressed when matters of water conservation and rate design are
addressed,
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REBUTTAL OF STAFF EXHIBIT TMB-2 ANTHEM SEASONAL
CONSUMPTION

r

F



m1_GJ
Eo4-4
U)
3
O
(DG)
r e
L-
0.)4-4C

4.
o
6
Z

m>
<

C
m

E
d
(D

U..
cl
cu
2
C
.Q
Q
E
3
w
C
O
O
L
q)

8

_wm
x
c

m
U'
m

g>
< a
_> E
8 -

.D
8 a>
2 IJ..

8 8
D. -a
W u-0 O
9 U'
ea >
D. as
2
E
3

w
G)
E
o
V)
3
O
m
G.)
re

'63
E
E
:>
U)
o
d
Z
UP
>
<

3'a

4-1
Q

o
o

G)
U
E
8"
<
_8
.c

c
o
E
m
:° :
Q
m
O
G)
a

6
So
~8C X

E%8ea:
can

g
L .m <
E
E
3
cm

83
E
E
3
(D

SO
Q
G.)
cm

U
3
<

3
"')
up
C
3

o
U
>
<.

o'>
OF
N .
w

u'>
o f
q
W

I\q
"Z
co

G?l\
m
<r
(*)
no
m

N
of

LO
o f
O
N

LQ
of

w -

t\
(")_
ur

N

<*>
N
"Z
of

(O(*)
q
of

o
m

<"')_
o f

*

x

4

N
v -
L T.
o
(\|
w

(\l
l"~

a

Cr
O
Rx:
8
(D
8
3

o'>
o

N

m
Lo

__
LO

LQ
O)

T'
(*)

(v)
c~'>
O')__
\

'
Q)

4-4
c
G)4-4U)

w
C

m4-1
m

Uo f

(\|
Y-
m

m
\-'

QO
1...
(0
(1)
>-

f \
O

(\|

(\l_
co
c~'>
c*>

cm
C

5
E
o
8
O
E

w 8
'E
oo.
q)

C
a>

.Ad
m4-J

vs~»-4
m

' U

c
o
Q.
E
wc
o
o
TO
CQ)

:Q(0G)
M
Ec

-m
O
-O-4
(/J
4-4
m4
(I)
u)

U
(0
3

' U
LLI

O

C
O
O.
E
3
w
C
o
o

+4 o
wo iv

5 a>
Sn <n

o 3,
§ g
cy >
3 <
E E
G) m
.: .C
c c
< <

£13
o
: J
O

(D
4: 1-

£3
E
E
ofooN



IN THE MATTER OF THE APPLICATION OF
ARIZONA=A1V1ER1CAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS ANTI-IEM
WATER AND SUN CITY WATER DISTRICTS

IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS ANTHEM /
AGUA FRIA WASTEWATER, SUN CITY
WASTEWATER AND SUN CITY WEST .
WASTEWATER DISTRICTS

Sr

g

BEFORE THB ARIZONA CORPORATION COMMISSION

COMMISSIONERS

KRISTIN K. MAYES, Chairman
GARY PIERCE
BOB STUMP
PAUL NEWMAN

'SANDRA D. KENNEDY

DOCKET NO. W-01303A_09-0343

DOCKET no. ~~SW-01303A-09-0343

l

RATE DESIGN REBUTTAL TESTIMONY
OF

THOMAS M. BRODERICK
ON BEHALF OF

ARIZONA~AMERICAN WATER COMPANY
MAY 14, 2010



Arizona-American Water Company
Rate Design Rebuttal Testimony of Thomas M. Broderick
Docket Nos. W-01303A-09-0343, SW-01303A-09~0343
Page ii

RATE DESIGN REBUTTAL TESTIMONY
OF

THOMAS M. BRODERICK
ON BEHALF OF

ARIZONA-AMERICAN WATER COMPANY
MAY 14, 2010

TABLE OF CONTENTS

EXECUTIVE SUMMARY I

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

I
II
III

I IV

INTRODUCTION AND QUALIFICATIONS DI
STAND-ALONE RATE DESIGN..
Low INCOME PROGRAM I CO
RATE CONSOLIDATION..

Q I

I¢ l

~..1
1

.3

.5

I

I

l l

11

01



¢

v

Arizona-American Water Company
Rate Design Rebutth Testimony of Thomas M. Broderick
Docket Nos. W~01303A-09-0-43; SW-01303A-09-0343
Page iii

EXECUT JSUMMARY

Thomas M. Broderick testifies in rate design rebuttal that:

The Company can accept a CommisSion order establishing a new effluents tariff for the Anthem /
Agua Fria wastewater district. The Company, however, cannot accept DMB's proposed effluent
price of $250 / acre foot.

The Company is willing to process applications from low income residents of HOAs to
participate in Sun City's low income program so long as they provide some documentation to
demonstrate where they live so that the Company knows precisely which HOA water account to
provide the $4 Per month discount.

The Company accepts Mr. Magruder's proposed miscellaneous charges.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18

'Hue Company absolutely does not accept RUCO Mr. Moore's suggestion to forego the "entire
authorized return" while phasing-in the increase over three years.

s

1

•
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1

2

3

4 A.

5

I

Q.

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESSADDRESS, AND TELEPHONE

NUMBER.

My name is Thomas M. Broderick. My business address is 2355 W. Pinnacle Peak Road,

Suite 300, Phoenix, Arizona 85027, and my business phone is 623-445-2420.

Q- ARE YOU THE SAME THOMAS M. BRODERICK THAT SUBMITTED

TESTIMONY GNBEHALF OF THE COMPANY IN THIS CASE ON JULY 2,

2009, ON MARCH 22, 2010 AND ON APRIL 7, 2010?

6

7

8

9 Yes.

10

11

12

13

14

15

Q~ ARE THERE ANY OTHER COMPANY WITNESSESSUBMITTING

TESTIMONY AT THIS TIME? .

Yes. Ms. Connie Heppenstall, consultant, addresses the rate consolidation concepts and

proposals including those presented .by Mr. Neidlinger and Mr. Magruder in. their May 3,

2010 testimonies and she addresses someupdates and corrections to her rate

consolidation model identified earlier by Commission Staff

16

17

18

19 A.

20

21

22

STAND-ALONE RATE DESIGN

HAS DMB ASSOCIATES, INC. (a4DmBs9l TAKEN EXCEPTION TO A

COMMISSION APPROVED NON-POTABLE WATER TARIFF?

q

A.

A.

II

Q~

Yes. Mr. Kelly of DMB believes the applicable non~potab1e tariff (under which both

effluent and raw CAP water are provided) in the Agua Fria water district that was

approved by the Commission iN December 2009 (Decision #71410) is excessive at

$2.728 per 1,000ga1lons.
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I Q. DOES THE COMPANY ACCEPT DMB'S PROPGSAL TO ESTABLISH A NEW

EFFLUENT TARIFF FOR THE AGUA FRIA / ANTHEM WASTEWATER

DISTRICT AT DMB'S PROPOSED PRICE OF $250 PER ACRE FOOT?

2

3

4

6

7

8

9

In part, yes and in part, no. DMB seeks to take effluent under a new wastewater tariff.

The Company can accepts Commission order establishing a new effluent tariff for this

wastewater district. As a result, upon an order being issued in this case approving such a

tariff, DMB would receive effluent under an effluent tariff in this wastewater district

rather than under an effluent tariff in the Agua Fria water district. DMB would continue

to receive raw CAP water under the existing water tariff.

10

11

12

13

14

15

18
17

18

19

20

21

The Company, however, cannot accept DMB's proposed effluent price of $250 / acre

foot. The.Company, as presented in my April 7, 2010 rebutth testimony (page 15, line

17), recommended effluent be priced at a 50% discount from a potable water benchmark

price to incentivize its use. Since that testimony, the Company has further analyzed this

issue and now proposes for the Agua Fria / Anthem wastewater district that the

benchmark price for potable water be the Agua Fria water district commercial tariff' s

second tier existing rate of $3.27 per 1,000 gallons. Therefore, using a 50% discount

applied to $3.27 per 1,000 gallons, the CoMpany now recommends a specific effluent

price Of $1 .635 per .1,000 gallons for the neweffluent tariff in the Agua Fria / Anthem

wastewater district. As DMB notes, DMB would continue to receive raw CAP Water

under the existing Agua Fria water non-potable tariff at $2.728 per 1,000 gallons to the

extent it uses any raw CAP water.

22

23

24

Although this is significantly higher than DMB's proposed price of $2501 per acre foot,

the Company feels this is nevertheless a reasonable response to DMB since the Company

is unable to change the other tariffs in the Agua Fria water district to compensate for the

1 Or $0.7672 per 1,000 gallons.

:

A.
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I

2

3
4

loss in revenue requirement associated with reducing the effluent price from $2.728 to

$1 ,635 per 1,000 gallons. DMB's comparison to the Mohave district is relevant only to

the extent that it represents one data point in pricing effluent in Arizona. Mr. Kelly's

Exhibit DTK~2 is not a complete list of effluent prices in Arizona. For example, it

5 excludes Anthem.

6

7

8

9

DMB is a sophisticated organization and the Company recommends to DMB that it

continue to intervene in the Colnpany's future rate cases - regardless of the outcome in

this case - in order to better protect its future interests and better share its perspective on

effluent (and perhaps other issues).

10

11

12

Q.

A

HOW IS THE PRICING OF EFFLUENT IN ANTHEM IMPACTED?

13

14

15

16

17

18

As Anthem Golf and Country Club witness Mr. Howe correctly notes, the Company has

proposed an effluent rate as part of fits proposed pro-rata increase to Anthem wafer

district tariffs of $2.5648 per 1,000 gallons in this case. Anthem Golf and Country Club

currently pays $1.43 per 1,000 .gallons for effluent under a non-potable water tariff. I

presume that as part of the Anthem / Agua Fria wastewater district, they too would

become eligible for the new effluenttariff in the wastewater district that DMB is

seeldng. Hence, unless a party demonstrates that this thinking is incorrect, the Company

would plan on submitting Mis Chmge in its final rate design schedules in this case.

19 III LOW INCOME PROGRAM

20 Sun City:
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Q,

}

IN THE HEARING, THE ALJ ENCOURAGED THE COMPANY TO FIND A

WAY TO ALLOW SUN CITY RESIDENTS OF MULTI-HOUSING UNITS SUCH

AS HOMEOWNER ASSOCIATIONS ("HOAs") TO PARTICIPATE IN THE

EXISTING SUN CITY Low INCOME PROGRAM. DOES THE COMPANY

HAVE A PROPOSAL? '.

l

2

3

4

5

6 A.

if 1

\

4

r

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Yes. The Company is willing to process applications from low income residents of

HOAs to participate in Sun City's low income program so long as they provide some

documentation to demonstrate where they live so that the Company knows precisely

which HOA water account to provide the $4 per month discount. It will then be up to

each resident to contact its HOA to try to obtain the $4 per month credit the Company

provides in the water bill in the resident's HOA bill. The Company has no involvement

in the billings by HOAs to the HOAs' residents for the myriad of services (including

water) being provided or billed by HOAs. The Company cannot be liable if an HOA

does not provide a credit to the residents on the low income program. The resident is of

course able to terminate his or her participation in the low income program at any time

and that would cease the credit going forward. There may be some additional process

requirements for HOA residents to participate that we have not yet identified. At worst,

the $4 per month credit will be shared by all residents of that Sun City HOA. If the

Commission views that as an issue, then the Company is open to discussion of another

solution or recommends that the Commission deny adding HOA residents to the low

income program.

22

23

24

25

Q.

Anthem: .

ANTHEM COUNCIL ASKED THE COMPANY DURING THE HEARING

WHAT INFORMATION IS HELPFUL TO DESIGN A LOW INCOME

PROGRAM FOR ANTHEM. WHAT IS THE STATUS NOW?
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1

2

3

4

5

6

A. The Anthem Council later informed the Company that after considering the matter, the

Anthem Council is not presently interested in supporting a low income program in

Anthem. Therefore, Anthem Council did not provide a response to the Company's

information requests. The results of the 2010 US Census will be informative as regards

such a program in Anthem. Preliminary 2010 Census results will not be available until at

least 201 l l

8

9

10

IV

Q.

RATE CONSOLIDATION

MR. MAGRUDER FROM TUBAC PROPOSED CHANGES TO THE

COMPANY'S MISCELLANEOUS CHARGES. DOES THE COMPANY

ACCEPT HIS PROPOSAL IN TABLE 12 ON PAGE 32 OF HIS MAY 3, 2010

TESTIMONY?

12 Yes.

13

14

15

16

17

£8
19

20

21

22

Q. RUCO'S MR. MOORE SUBMITTED REVENUE REQUIREMENT TESTIMONY

RELATING TO A PHASEIN OF RATES ON PAGE 5 OF HIS MAY 3, 2010

RATE DESIGN TESTIMONY. DOES THE COMPANY ACCEPT A PHASE-IN

ON THE TERMS SUGGESTED By MR. MOORE?

A.

A.

No. Although the Company objected to the admission of this testimony, the Company

absolutely does not accept his suggestion to forego the "entire authorized return" while

phasing-in the increaseover three years. For the record, the Company does not accept

foregoing any return and it does not accept a phase-in of Anthem's rates, in part, for the

reasons earlier discussed in the hearing by Company President Mr. Towsley and more

recently by Company witness Mr. James Jenkins in his May 7, 2010 testimony.
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I Q-

2

RUCO'S ms. JERICH SUGGESTS THE COMPANY HAS SEPARATE "BOOKS"

FOR EACH OF THE COMPANY'S SYSTEMS OR DISTRICTS. IS THAT

3

4 A.

5

6

7

f

8

9

10
11

12

CORRECT?

No. The Company's books for public accounting reporting purposes are kept at the

Arizona-AMerican consolidated level. We do have business units for each district (and

some large facilities) where direct charges occur for costs such as electricity, but the

majority of costs are incurred in the'Arizona corporate business unit and in Service

Company. Hence, the only real district level "books" we have are the schedules and

exhibits prepared for the test year in a rate case. So, Ms. Jericho is accurate that rate

consolidation - if Ir occurred company-wide .... would mean that the Company would no

longer prepare district level rate ease "books" (A-H schedules and exhibits) unless

ordered to do so. Rather, Ir would prepare rate case "books" at the state~wide company

level.13

Q. DOES THAT CONCLUDE YOUR RATE DESIGN REBUTTAL TESTIMONY?
:

14

15 A. Yes.
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EXECUTIVE SUMMARY

Ms. Heppenstall testifies as follows:

1

2

3

4

5

6

7

8

9

10

Ms. Heppenstall explains the rate consolidation model prepared for each of the operating districts
for both water and wastewater for Arizona-American Water Company (Company). The purpose
of the rate consolidation model is to aid the user in developing consolidated rates which produce
the overall revenue requirements of the Company and to analyze the impact of rate consolidation
for each operating district and customer class.

11 Ms. Heppenstall sponsors the Rate Consolidation Model, Version 1, 2 and Version 3.
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1 1.

2 Q.

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS
1

3

4

My name is Constance E. Heppenstall. My business address is 207 Senate Avenue,

Camp Hill, Pennsylvania.

5 Q.

6 A.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employee b)fGannett Fleming, inc. as a Rate Analyst.

7 Q. PLEASE DESCRIBE YOUR POSITION WITH GANNETT FLEMING, INC. AND

8 BRIEFLY STATE YOUR GENERAL DUTIES AND RESPONSIBILITIES.

9

10

11

As a Rate Analyst, my duties and responsibilities include the preparation of accounting

and financial data for revenue requirements, the allocation of cost of service to customer

classifications, and the design of customer rates in support of public utility rate filings.

12 Q. WHAT IS YOUR EDUCATIONAL BACKGROUND?

13

14

15

I have a Bachelor of Arts Degree in Economics from the University of Virginia,

Charlottesville, Virginia and a Masters of Science in lndustrial Administration from the

Carnegie-Mellon University's Temper School of Business, Pittsburgh, Pennsylvania.

16 Q.

A.

WOULD YOU PLEASE DESCRIBE YOUR PROFESSIONAL AFFILIATIONS?

17

18

I am a member of the American Water Works Association and a member of the

Pennsylvania Municipal Authorities Association.

19 Q. BRIEFLY DESCRIBE YOUR WORK EXPERIENCE.

20

21

22

23

A.

A.

A.

A.

I joined the Valuation and Rates Division of Gannett Fleming, Inc. in August 2006, as a

Rate Analyst. Prior to my employment ant Gannett Fleming, Inc., I was a Vice President

of PriMuni, LLP where I developed financial analyses to test proprietary software in

order to ensure its pricing accuracy in accordance with securities industry's conventions.
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1

2

3

4

From 1987 to 2001, I was employed by Commonwealth Securities and Investments, Inc.

as a public finance professional where I created and implemented financial models for

public finance clients in order to create debt structures to meet clients' needs. From 1986

to 1987, I was a public finance associate with Mellon Capital Markets.

5 y

6

7

8

11.

Q.

PURPOSE OF TESTHVIONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please refer to the Executive Summary, which precedes my testimony.

9

10

11

12

13

111.

Q.

WATER AND WASTEWATER RATE CONS0L1DAT1ON MODEL

THE COMPANY DOCKETED A RATE CONSOLIDATION MODEL IN THIS

CASE. DID YOU PREPARE THAT MODEL?

Yes. Using data from this case and the prior rate case supplied by the Company, I

prepared the design of the model and the formulas therein.

Q- WHAT IS THE PURPOSE OF THE WATER AND WASTEWATER RATE

CONSOLIDATION MODELS?

The purpose of the model is to allow the user to view the effects of consolidating rates

across the operating districts of the Company to facilitate rate consolidation scenarios.

The model enables the user to set homogeneous customer charges, consumption charges

and rate blocks across operating districts, confirm the overall revenue produced by these

rates matches the total authorized amount, and view the related customer impact of the

consolidated rates through the use of bill comparison schedules.

14

15

16

17

18

19

20

21

22

23

A.

A.

A.

Q. WHICH WATER OPERATING DISTRICTS ARE INCLUDED IN THE WATER

RATE CONSOLIDATION MODEL?
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1

2

3

All of the Company's water operating districts are included in the study, specifically, Sun

City, Sun city West, Agua Fria, Anthem, Tubac, Mohave, Havasu and Paradise Valley

water operating districts

Q. ARE ALL CLASSES OF CUSTOMERS INCLUDED IN THE WATER RATE

CONSOLIDATION?

4

5

6

7

8

9

10

11

No, certain classes were excluded due to specific contracts or uniqueness to a specific

system or there were no comparable classes in other districts to combine with. These

classes include: C2M3 Arizona Water contract, C5M1 Agua Fria OWU PI Surprise,

A5Ml Sun City Public Interruptible -- Peoria, E7M2 Anthem Wholesale (Phoenix) OWU

and the apartment classes in Mohave and Havasu. The rates for these customers would

remain stand-alone.

12

13

Q. WHICH WASTEWATER OPERATING DISTRICTS ARE INCLUDED IN THE

WASTEWATER RATE CONSOLIDATION MODEL?

14

15

16

All of the Company's wastewater operating districts are included in the study,

specifically, Sun City, Sun City West, Anthem / Agua Fria, and Mohave wastewater

operating districts.

17

18

19

20

21

22

23

Q- ARE ALL CLASSES OF CUSTOMERS INCLUDED IN THE WASTEWATER

RATE CONSOLIDATION?

A.

A.

A.

A. No, certain classes were excluded due to specific contracts or uniqueness to a specific

system or a lack of any comparable cos °ier classes in other districts. These classes in

the wastewater rate consolidation model include: AZMSP Sun City Sewer Paradise Park

I/U, E5M2 Anthem Wholesale (Phoenix) OWU and P7Al Mohave Sewer Effluent Sales.

Again, the rates for these customers would remain stand-alone.
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1 Q- WHY ARE THERE DIFFERENT VERSIONS OF THE MODEL?

2 There are different versions of the model as enhancements were made. The

3 enhancements were a result of feedback from interested parties.

4 Q. PLEASE EXPLAIN THE DIFFERENT VERSIONS OF THE MODEL.

5

6

7

8

9

10

11

12

13

14

15

The model consists of three separate versions. Version 1 was the prototype that was

presented'to the Commission Staff and explained in a conference call on January 13,

2010. As a result of feedback during that call, namely the expressed desire for more

flexibility in consumption blocks, Version 2 was created. This version was presented on

February 10, 2010 at a training session for interveners and other interested parties at the

Company's offices. Since then, Version 3 has been developed in response to feedback

concerning the ability to transition to consolidated rates over three steps as .well as

feedback concerning consolidating the residential one-inch basic service charge with the

5/8 and 3/4 inch basic service charge. Staff used Version 2 of the model in its March 29,

2010 testimony updated with Staffs proposed revenue requirement submitted on March

8, 2010.

16 Q- WHAT IS THE STRUCTURE OF VERSION 1 AND 2 OF THE MODEL?

17 Versions 1 and 2 consist of five linked Excel files for the water rate consolidation model

18 and three linked files for the wastewater rate consolidation model. The files consist of

19

20

21

the following:

1. The Total tile in which the user inputs the consolidated rates and blocking structures

that flow through to the other tiles listed below.

22 The residential file which contains the calculation of revenue from residential

23

A.

A.

A.

2.

customers and the related billing impacts by operating district.
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1 The commercial file which contains the calculation of revenue from the commercial

2

3

4

5

6

7

8

and OPA customers and the related billing impacts by operating district.

4. The non potable file, for the water rate consolidation model only, which contains the

calculation of revenue from customers that purchase non~potable water and the related

billing impacts by operating district.

5. The private fire file, for the water rate consolidation model only, which calculates the

revenue from the private fire customers and the related billing impacts by operating

district.

9

10

Q- CAN THE USER OF THE MODEL EXCLUDE CERTAIN OPERATING

DISTRICTS FROM THE RATE CONSOLIDATION?

11

12

13

Yes. The model allows the user to decide which operating districts to include in the

model. The Total file has inputs that control which districts are included. Staff" s

scenarios two and three used this feature of the model.

14

15

16

17

18

19

20

21

22

23

24

Q. WHAT REVENUE REQUIREMENT DOES THE MODEL USE AS A TARGET

FOR THE CONSOLIDATED RATES IN THE WATER RATE

CONSOLIDATION MODEL?

A.

A. The original revenue requirement target in Versions 1, 2 and 3 was the Commission

approved revenue requirement from Decision No. 71410 for the water districts that were

included in the Docket W-01303A-08-0227 which included Agua Fria, Sun City West,

Tubac, Mohave, Havasu and Paradise Valley and the Company's original requested

revenue requirement for Sun City and Anthem included in this rate case, Docket W-

01303A~09-0343. In subsequent iterations of Versions 2 and 3 of the model, the revenue

requirements for Sun City and Anthem have been modified either to reflect the Staff' s

recommended revenue requirement or the Company's rebuttal revenue requirement.

3.
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1

2

3

4

5

6

Version 2 was updated by Staff internally to include their recommended revised non-

consolidated rates and revenue requirement. Mr. Broderick and I, in this rebuttal of Staff

Rate Design testimony, are using Version 3 updated to the Company's rebuttal revenue

requirement. In addition, if a user of the model decides to exclude an operating district

from the model, the total revenuerequirement is reduced by the revenue requirement

attributed to that district.

7 Q- WHAT REVENUE REQUIREMENT DOES THE MODEL USE AS A TARGET

FOR THE WASTEWATER CONSOLIDATED RATES?8

9

10

11

12

13

14

15

16

The original revenue requirement target in Versions 1, 2 and 3 was the Commission

approved revenue requirement from Decision No. 71410, Docket SW-01303A-08-0227

which was the Mohave Wastewater District and the Company's requested revenue

requirement in Docket SW-01303A-09-0343 for Sun City, Sun City West, and

Anthem/Agua Fria Wastewater Districts. Further modifications of Version 3 of the

model adjusted the revenue requirement for these districts for the Staffs requested

revenue requirement and the Company's rebuttal revenue requirement. Version 2 was

updated by Staff internally to include their proposed non-consolidated rates and proposed

17

18

19

20

revenue requirement. Mr. Broderick and I, in this rebuttal of Staff Rate Design

testimony, are using Version 3 updated to the Company's rebuttal revenue requirement. If

a user of the model decides to exclude an operating district from the model, the total

revenue requirement is reduced by the revenue requirement attributed to that area.

21 Q~ WHAT BILLING DETERMINANTS ARE USED TO DETERMINE THE USAGE

22 AT DIFFERENT RATE BLOCKS FOR THE WATER CONSOLIDATION

23

A.

MODEL?
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l

2

3 I

4

5

6

For the operating districts of Agua Fria, Sun City West, Tubac, Mohave, Havasu and

Paradise Valley, the billing determinants from Docket W~0l303A-08-0227 were used.

These were the billing determinants used by Staff to determine the allowable rates for

these districts. For Anthem and Sun City, the billing determinants filed in the H

Schedules in this case were used. Staff has reviewed these billing determinants and has

found them acceptable so far for this purpose.

7 Q. WHAT BILLING DETERMINANTS ARE USED TO DETERMINE THE USAGE

8 AT DIFFERENT RATE BLOCKS FOR THE WASTEWATER

CONSOLIDATION MODEL?9

10

11

12

13

14

For the Mohave District, the billing determinants from Docket SW-01303A008-0227

were used. These were the billing determinants used by Staff to determine the allowable

rates for this district. For Sun City, Sun City West, and Anthem/Agua Fria, the billing

determinants filed in the H Schedules in this case were used. Again, Staff is using these

billing determinants,

15 Q. EXPLAIN HOW VERSION 3 CREATES THE STEP RATES.

16

17

18

19

The step rates are based on a percentage of the proposed consolidation rates which will

create rates either higher or lower than the proposed consolidation rates. The structure of

the Version 3 model is similar to Version 2, however, the user has the option of

transitioning from a modified level of the consolidated rate to the full consolidated rates

20

21

22

23

24

A.

A.

A.

in three steps. Each step has a series of linked Excel tiles similar to Version 2. In step

one, the final consolidated rates including customer charge, consumption blocks and

consumption rates are determined, Then, the user can decide the percentage of those

consolidated rates that each operating district will charge in step one. For example, the

operating districts with current rates higher than the proposed consolidated rates could be



Arizona-American Water Company
Docket No. w-01303A-09-0343, et al.
Rebuttal Of Staff Rate Design Testimony of
Constance E. I-Ieppenstall
Page 8 of 9

1

2

3

4

5

6

7

8

9

10

billed at 150% of the final consolidated rates and, conversely, those operating districts

currently with lower rates than the proposed consolidated rates could be billed at 80%of

the proposed consolidated rates. These percentages move toward 100% through step 2

according to the user's judgment. By step 3, all the operating districts are billed at 100%

of the consolidated rates. In each step, the user sets the percentage of consolidated rates

so that the overall revenue requirement remains at the required level. However, the

model does not assume a stepped increase for Private Fire and Non-Potable. These

classes are brought to the consolidated rate in step l. For the other classes, the stepped

increase is'utilized tO avoid rate shock for the operating districts with lower rates as

compared to other operating districts.

11

12 Q- WHY MIGHT THE COMMISSION WANT TO APPROVE A THREE-STEP

13 TRANSITION?

14

15

16

17

18

The Commission may wish to approve a transition so as to mitigate the one-time change

in rates associated with consolidated rates. For example, in an entire state-wide

consolidation of Arizona-American water's districts, the rates of Sun City Water, for

example, increase significantly. Therefore, a three-step transition breaks those increases

into three distinct steps.

19 Q. HOW MUCH TIME SHOULD SEPARATE EACH STEP?

20 A. That is for the Commission to decide, but I would recommend one year between each

21

A.

step.
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1 Q.

2

IN DEVISING A VERSION 3 OF THE MODEL USING COMPANY REBUTTAL

REVENUE REQUIREMENTS, DID YOU CREATE STEPPED RATES?

3

4

Yes. 'The stepped rates are in attached Rebuttal of Staff Exhibit CEH-1 Stepped Water

Rates and Rebuttal of Staff Exhibit CEH-2 Stepped Wastewater Rates.

Q, HOW DO THE STEPPED RATES AFFECT RATE PAYERS?

r

5

6

7

8

9

10

11

12

13

14

15

The increase or decrease to certain rate payers would be stepped in over three steps in

order to mitigate rate shock. The model assumes that each district would immediately

bill customers based on uniform consumption blocks, however the customer charges and

consumption charges would be transitioned in steps. For example, rate payers in Sun City

Water District currently pay a customer charge of $7.99 per month for a 5/8" meter. In

the first step, the customer charge would rise to $13.24. Then in the second step the

customer charge would be $15. 10 and finally in the last step the customer charge would

be $16.97, which will then be the same customer charge for all the operating districts.

The consumption charge would be stepped-in in a similar manner. I

Q. DOES THIS CONCLUDE YOUR REBUTTAL OF STAFF RATE DESIGN

TESTIMONY?

16

17

18

19 A. Yes.

I

A.

A.

1
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ARIZONA AMERlCAN WATER COMPANY
SUMMARY OF CONSOLIDATIONRATES _ WATER

STEP 1, STEP ZAND STEP 3

Percentage of Consolidated Rates
Step 1
78%

Sun City
Step 2
89%

Step 3
100%

Step 1

100%

SCW
Step 2
100%

Step a
100%

Step 1

100%

Agua Fria
Step 2
100%

Step 3
100%

Residential

5/8" . 3/4"
Customer Charge 13.24 15.10 16.97 16.97 16.97 16.97 15.97 16.97 16.97

First
Next
Next
Next
Over

4,000
6,000

25,000
25,000
60,000

0.9360
1.7862
2.1762
2.5662
2.9562

1 .0680
2.0381
2.4831

2.9281
3.3731

1 .2000
2.2900
2,7900
3.2900
3.7900

1.2000
22900
2.7900
3.2900
3.7900

1 .2000
2,2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3,2900
3,7909

1 .2000
2,2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1"

Customer Charge 13.24 15.10 16.97 16.97 16.97 16.97 1 $.97 16.97 16.97

First

Next
Next
Next
Over

4,000
6,000

25,000
25,000
60,000

0.9360
1 .7862
2.1762
2.5662
2.9562

1.0680
2.0381
2.483!
2.9281
3.3731

l .2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.29d0
27900
3.2900
37900

1 .2000
2.2900
2.7900
32900
3.7900

1 .2000
2,2900
2.7900
3.2900
3.7900

\ .2000
2.2900
2.7900
3.2900
3.7900

L2000
22900
2,7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 1/2"
Customer Charge 66.18 75.52 B4.85 84.55 84.85 8485 84.85 84.85 84.85

First
Next
Next
Next
Over

25,000
75.000

100,000
100,000
300,000

0.9360
1 .7862
2.1762
2.5662
2.9562

1.0680
2.0381
2,4831
2.9281
3.3731

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1,2000
2.2900
2.7900
3,2900
3.7900

1 .2000
2.2900
2.7900
3.2900
37900

1.2000
22900
2.7900
3.2900
37900

1.2000
2.2900
2.7900
3.2900
3,7900

2"

Customer Charge 105.89 120.83 135.76 135.76 135.75 135.76 135.76 135.76 135.76

First
Next
Next
Next
Over

50,000
50,000

100,000
100,000
300,000

0.9360
1.7862
2. 1762
2.5662
2.9562

1.0680
2.0381
2.4831
2.9281
3.3731

\ .2000
2.2900
2.7900
32900
3.7900

1.2000
2.2900
27900
3.2900
3.7900

1.2000
2.2900
2.7900
3,2900
3.7900

1.2000
2.2900
2.7900
3.2900
37900

1.2000
2.2900
27900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

3"

Customer Charge 198.55 226.55 254.55 25455 254.55 25455 254,55 254.55 254.55

Firs\
Next
Next
Next
Over

75,000
25,000

100,000
100,000
300,000

0.9360
1.7862
21762
2.5662
2.9562

1.0680
2.0381
2.4831
2.9281
3.3731

112000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
27900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3.7900

4"

Customer Charge 330.92 377.58 42425 42425 424.25 424.25 424.25 424.25 424.25

First
Next

Next
Next
Over

100,000
100,000
100,000
100,000
400,000

0.9360
1 7862
2.1762
2.5662
2.9562

1 0 6 8 0
2.0381
2.4831
2 9 2 8 1
3.3731

1.2000
2.2900
2.7900
8.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
27900
3,2900
3.7900

1,2000
2.2900
2.7900
3.2900
37900

12000
2.2900
2.7900
3.2900
37900

1 .2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3.7900

6"

Customer Charge 661.83 755.17 848.50 848.50 848.50 848.50 B4B.50 848.50 B48.50

1

First

Next
Next

Next
Over

100,000
100.000
100,000
100.000
400,000

0.9360
1 .7862
2.1762
2.5662
2.9562

1.0680
2.0381
2.4831
2.9281

3.3731

1.2000
2.2900
2.7900
32900
3.7900

12000
22900
2.7900
32900
37900

112000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 ,2000
22900
2.7900
32900
3.7900

1 .2000
2.2900
2.7900
32900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900
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ARUZONA AMERICAN WATER COMPANY
SUMMARY OF CONSOLIDATION RATES WATER

STEP 1, STEP 2 AND STEP 3

Percentage at Consolidated Rates
Step 1
78%

Sun Clay
Step 2
89%

Step 3
100%

Step 1

100%

SCW
Step 2
100%

Step 3
100°/.

Step 1
x ow.

Agua Fria
Step 2
10xw.

Step 3
100%

Commercial, pA_ TuN Rates and Blocks

5/8" . 3/4"
Customer Charge 13.24 15,10 16.97 16.97 16.97 18.97 18.97 16.97 16.97

First
Next or First
Next
Next
Over

10,000
25,000
25.000
60.000

09360
1 .7862
2.1762
2.5662
2.9562

1 .0880
2 0 3 8 !
2.4831

2.9281

3.3731

1 .2000
2.2900
2,7900
92900
37900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
37900

1.2000
2.2900
2,7900
3,2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

112000
2.2900
27900
32900
3.7900

1 .2000
2.2900
2.7900
32900
3.7900

1"

Cuslorner Charge 33.09 37.75 42.43 4243 42.43 42.43 42.43 42.43 42.43

First
Next or Firs\
Next
Next
Over

10,000
25,000
25,000
60.000

0.9360
1 _7862
2.1762
2,5662
2.9562

1.0680
2 0 3 8 1
2.4831
2 3 2 8 1
3 3731

1 .2000
2.2900
2.7900
8.2900
3.7900

1.2000
2.2900
27900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
37900

1 zoom
22900
2.7900
32900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

\ .2000
2.2900
2.7900
3.2900
3.7900

I2000
2.2900
27900
3.2900
37900

a
1

1 1/2"
Customer Charge 66.18 7 5 5 2 BE .85 B4.B5 84.85 84.85 84.85 8485 84.85

First
Next or First
Next
Next
Over

100.000
100,000
100,000
300,000

0.9360
1 .7862
2. 1762
2.5662
2.9562

1.0680

2 0 3 8 1
2.4B31
2 9 2 8 1
3.3731

1.2000
22900
27900
3.2900
3.7900

1.2000
2.2900
2,7900
3,2900
3.7900

1 .2000
2.2900
2.7900
32900
3,7900

1.2000
2.2900
2.7900
32900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
27900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

2"

Customer Charge 105.89 \20.B3 135_76 135.76 135.76 \35.l/6 135.76 135.76 135.76

First
Next or First
Next
Next
Over

!00,000
100,000
100_000
300,000

0.9360
1 .7862
2.1762
2.5662
2,9562

.1_0680
2.038 I
2.4831
2.9281

3.3731

1.2000
2,2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3,7900

1.2000
2.2900
2.7900
3.2900
3.7900

M2000
22900
2.7900
3.2900
3.7900

1.2000
212900
2.7900
3.2900
3.7900

1 .zoom
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2960
3.7900

3"

Customer Charge 198.55 226.55 254.55 25455 254.55 254.55 254.55 254.55 254.55

First
Next or First
Next
Next
Over

700,000
100,000
100,000
300,000

0.9360
1.7862
2. 1762
2.5662
2.9562

1.0680
2.0381
2.4831
2.9281
3 3 7 3 1

1 .2000
22900
27900
3.2900
3.7900

1.2000
2.2900
2.7900
32900
37900

12000
2.2900
2.7900
3.2909
3.7900

1.2000
22990
2.7900
3.2900
3,7900

12000
2.2900
2-7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

4"

Customer Charge 330.92 377.58 424.25 424.25 424.25 424.25 424.25 424.25 424.25

1

First
Next or First
Next
Next
Over

200,000
i00,000
100,000
400,000

0.9360
1.7862
2.1762
2.5662
2.9562

1 .0680
2 0 3 8 1
2.4831

2 9 2 8 1
3.3731

1.2000
2.2900
2.7900
3.2900
37900

1.2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
27900
3.2900
37900

1.2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
3.2900
3.7900

1.2000
2.2900
2.7900
32900
37900

1 .2000
2.2900
2.7900
a.2900
37900

5"

Customer Charge 66133 755.17 84B.50 848.50 84B.50 84B50 B4B.50 848.50 848.50

Fllst
Next or First
Next
Nexl
Over

200,000
100.000
100,000
400.000

0.9360
1 .7862
2. 1762
2.5662
2.9562

1.0680
2.0351
z,4ea1

2 9 2 8 1
3.3731

1 .2000
2.2900
2.7900
3.2900
37900

1 .2000
2.2900
27900
3.2900
37900

12000
2,2900
2,7900
3.2900
3.7900

\2000
2.2900
2.7900
329120
37900

12000
2.2900
2,7900
32900
37900

1.2000
2.2900
2.7900
3.2900
3.7900

12000
22900
2.7900
3.2900
3.7900
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SUMM/MHY OF CONSOLIDATION RATES . WATER

STEP 1, STEP 2 AND STEP a

Step 1
Sun City
Step 2 Step 3 Step 1

SCW
Step 2 Step 3 Step 1

Agua Fria

Step 2 Step 3

Non~Potable Rafe

Customer Charge

All Consumption 2.5000 2.5000 2.5000 2.5000 2.5000 25000 2.5000 2.5000 25000

Private Fire Rate

10.00 10.00 1 o.0o 10.00 1000 10.00 t0.00 10.00 10.00

22.50 22.50 22,50 2 2 5 0 2250 22.50 22.50 22.50 22.50

40.00 40.0<J 40.00 40.00 40.00 40.00 4o.0o 40.00 40.00

90.00 90.00 90.00 90.00 90.00 90.00 90.00 90.00 90.00

160.00 160.00 16000 160.00 160.00 1 6 0 0 0 160.00 160,00 180.00

250.00 250.00 250,00 250.00 250.00 250.00 250.00 250.110 250.00

360.00 360.00 360.00 360.00 360.00 360.00 360.00 360.00 36000

I
\

2"

Customer Charge
3"

Customer Charge
4"

Customer Charge
6"

Customer Charge
8"

Customer charge
10"
Customer Charge
12"
Customer Charge
Hydrants
Customer Charge 12.00 12.00 12,00 12.00 1 2 0 0 12.00 12.00 12.00 12.00



r

Exhibit CEH-1
Page 4 of 9

ARiZONA AMERICAN WATER COMPANY
SUMMARY OF CONSOLIDATION RATES - WATER

STEP 1, STEP 2 AND STEP 3

Percentage of Consolidated Rates
Step 1
243%

Anthem
Step 2
165%

Step 3
100%

Step 1
150%

Tubae
Step 2
120%

Step 3
100%

Step 1
60%

Mohave
Step 2
81%

Step 3
100%

Residential

5/8" . 3/4"
Customer Charge 41 .24 28.00 16.97 25.46 20.36 16.97 1045 13.75 16.97

First
Neil
Next

N ext
Over

4,000
s,000

25,000
25,000
60,000

2.9160
5.5647
6.7797
7.9947
92097

1 .9800
3.7785
4.6035
5,4285
6.2535

1.2000
2.2900
2,7900
3.2900
3.7900

1 .8000
3.4350
41850
4.9350
5.6850

1.4400
2.7480
3.3480
3.9480
4.5480

1 .2000
2.2900
2.7900
3.2900
31900

0.720
1.374

1.674

1.974
2.274

0.972
1 .855
2.260
2.665
3.070

1 .200
2.290
2.790
3.290

3.790

1"

Customer Charge 41.24 28.00 16.97 2546 20.36 16.97 10.18 13,75 16.97

First
Next

Next
Next
Over

4,000
6,000

25,000
25,000
60,000

2.9160
5.5647
6,7797
7.9947
9_2097

1 .9800
3,7785
4.6035
5.4285
6.2535

1 .2000
2.2900
2,7900
3.2900
3.7900

1 .8000
3.4350
4.1850
4.9350
5.6850

1 .4400
2.7480
3.3480
3.9480
4.5480

1.2000
2.2900
2.7900
3.2900
3.7900

0.720
1.374
1 .S74
1 .974
2.274

0.972
\ .855
2260
2.665
3.070

1.200
2.290
2,790
3.290
3.790

1 1/2"
Customer Charge 206.19 \40.00 84.85 127.28 101.82 84.85 50.91 68.73 84.85

First
Next
Next
Next
Ova:

25,000
75.000

100.000
100,000
300,000

2.9160
5.5647
6.7797
7.9947
9.2097

\_9800
37785
4.6035
5.4285
6.2535

1.2000
2.2900
2.7900
3.2900
3.7900

1 .8000
3.4350
4.1850
4.9350
5.6850

1 .4400
2.7480
3.3480
3.9480
4.5480

1.2000
2,2900
2.7900
3.2900
3.7900

0.720
1 .374
1 674
1 .974
2.274

0.972
1.855
2.260
2.665
3.070

L200
2.290
2.790
3.290
3.790

2"

Customer Charge 329.90 22400 13576 203.64 16291 135.76 8146 109.97 135.76

First
Next
Next
Next
Over

50,000
50,000

!00,000
\00,000
300,000

29160
5.5647
6.7797
79947
9,2097

1.9800
37785
46035
5.4285
62535

1 .2000
22900
2.7900
32900
3.7900

1.8000
3.4350
4. 1850
4.9359
5.6850

1.4400
2.7480
3.3480
3,9480
4.5480

1.2000
2.2900
2.7900
3,2900
3.7900

0.720
1 .374
1 .674
1 .974
2.274

0.972
1.855
2.260
2.665
3.070

1.200
21290
2.790
3.290
3.790

3"

Customer Charge 618.56 420.0 I 254.55 381.83 305.46 254.55 152.73 206.19 254.55

First
Next
Next
Next
Over

75,000
25,000

100,000
100,000
300,000

2,9160
5.5647
6.7797
7.9947
9.2097

19800
3.7785
4.6035
5.4285
6.2535

1.2000
2.2900
2.7900
3.2900
3.7900

1.8000
3.4350
4.1850
4.9350
5.6850

1.4400
2.7480
33480
3.9480
4.5480

1 .2000
2.2900
2.7900
32900
3.7900

0.720
1.374
1.674
1974
2.274

0.972
1 ,855
2260
2.665
3.070

1 .200
2.290
2.790
3.290
3.790

4"

Customer Charge 1 ,030.93 700.01 424.25 636.38 509.10 42425 254.55 343.64 424.25

First
Next
Next
Next
Over

100,000
100,000
100,000
100,000
400,000

2.9160
55647
6,7797
7.9947
9.2097

1.9800
3.7785
46035
5.4285
6.2535

1 .2000
2.2900
2.7900
3.2900
3.7900

1.8000
3.4350
41850
49350
5.6850

1.4400
2.7480
3.3480
3.9480
4.5480

1.2000
22900
2,7900
3.2900
37900

0.720
1 .374
1.674
1 .974
2.274

0.972
1 .855
2.260
2.665
3.070

1.200
2290
2.790
3290
3.790

6"

Customer Change 2,061 .86 1 .400.03 84850 1,272.75 1,018.20 B4B.50 509.10 687,29 848.50

First
Next
Next
Next
Over

100,000
100,000
100,000
100.000
400,000

2.9160
5.5647
6.7797
7.9947
9.2097

1.9800
37785
4.6035
54285
8.2535

1.2000
2.2900
2.7900
3.2900
3.7900

1,5000
3.4350
41850
4.9350
5.6850

1 .4400
2.7480
3.3480
3.9480
4.5480

1 2000
2.2900
2.7900
3.2900
3.7900

0.720
1.374
1.674

1.974
2.274

0.972
1.855
2.260
2.665
3.070

1 .200
2.290
2.790
3.290

3.790
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Exhibit CEH-1
Page 5 of 9

ARIZONA AMERICAN WATER COMPANY
SUMMARY OF CONSOLIDATION RATES _WATER

STEP 1, STEP 2 AND STEP a

Percentage of Consolidated Rates
Step I
243°/.

Anthem
Step 2
165%

Step 3
100%

Step I
150%

Tubae
Step 2
120%

Step 3
100%

Step 1
60%

Mohave
Siep 2
8199

Step 3
100%

Commercial, pA_ Turf Rates and Blocks

5/8" . 3/4"
Customer Charge 41.24 2800 I5.97 25.46 20.36 16.97 1018 13.75 16.97

First
Next or First
Next
Next
Over

10.000
25.000
25,000
60,000

2.9160
5.5647
6.7797
7.9947
9.2097

1 .9800
3'/785
4.6035
54285
6.2535

1 .2000
2,2900
2.7900
3.2900
3.7900

1 .8000
3.4350
4. 1850
4.9350
56850

1 .4400
2.7480
3.3480
a.94e0
4.5480

1 .2000
22900
2,7900
3,2900
3.7900

0.7200
1.3740
16740
19740
22740

09720
1 .8549
2.2599
2.6649
3.0699

1 .2000
2.2900
2.7900
3.2900
3.7900

1"

Customer Charge 103,09 70.00 42,43 63.64 50.91 42.43 2546 34.36 42.43

First

Nex! or First
Next

Next
Over

101000
25,000
25,000
60.000

2,9160
5.5547
6.7797
7.9947
9.2097

1 .9800
3.7785
46035
5.4285
5.2535

1 .2000
22900
27900
32900
3.7900

10000
34350
4.1 a50
4.9350
5.5850

1.4400
2,7480
3.3480
3.9480
4.5480

1 .2000
2,2900
2.7900
3.2900
3.7900

0.7200
1 .3740
1 .6740
I .9740
2.2740

0.9720
1 .8549
2.2599
2.6649
3.0699

1 .2000
2.2900
2.7900
3.2900
3,7900

I

'l

1 1/2"
Customer Charge 206.19 \ 40.00 B485 127.28 101,82 84.85 50.91 68.73 84.85

First
Next or First
Next
Next
Over

100,000
100,000
100,000
300,000

2.9160
5.5647
6.7797
7.9947
9.2097

1.9800
3.7785
46035
5,4285
52535

112000
2_2900
2.7900
32900
37900

1 .8000
3.4350
4.1850
4.9350
56850

1.4400
2.7480
3.3480
3.9480
4.54B0

1 .2000
2.2900
27900
3.2900
3.7900

0.7200
1 .3740
1 s740
1.9740
2.2740

0.9720
18549
2.2599
2.6649
3.0699

1 .2000
2.2900
2.7909
3.2900
3.7900

2"

Customer Charge 329.90 22400 135.76 203.64 1 6 2 9 1 135.76 81.46 10997 135.76

First
Next or First
NexI
New!
Over

\00.00G
100,000
100.000
300.000

2.9160
5.5647
67797
7.9947
9.2097

1.9800
3.7785
4.6035
5.4285
6.2535

1.2000
2.2900
2.7900
3.2900
3.7900

1,8000
3,4350
4. \850
4.9350
5.6850

1 .4400
2.7480
3.3480
3.9480
4.5450

1 .2000
22900
2.7900
32900
3.7900

0.7200
1.3740
1.6740
1.9740
2,2740

0.9720
1 .8549
2.2599
26649
3.0699

1 .2000
2.2900
2.7900
3.2900
3,7900

3"

Customer Charge 61856 420.01 254.55 381.83 305.46 254.55 152.73 206.19 254.55

Firs t
New\ or First
Next
Next

Over

2.9160
5.5647
6.7797
7.9947
9.2097

L9800
3.7785
4.6035
5.4255
6.2535

1 .2000
2.2900
27900
32900
3.7900

100,000
100.000
1001000
300.000

1.8000
3.4350
4.1850
4.9350
5,6850

1 _4400
2.7480
3.3480
3.9480
4.5450

1 .2000
2.2900
2.7900
3.2900
3.7900

0.7200
113740
1.6740
L9740
2.2740

09720
\ .8549
2.2599
26549
3.0699

1 .200o
2.2900
2.7900
3.2900
37900

4"

Customer Charge 1 ,030.93 700,01 424.25 636.38 509.40 424.25 254,55 34384 42425

First
Next or First
Next
Next
Over

200,000
100,000
100,000
400,000

2.9160
5.5647
6.7797
7.9947
9.2097

1.9800
3.77B5
4.6035
5.4285
8.2535

1 .2000
2.2900
27900
32900
3.7900

18000
3.4350
4 1850
4.9350
5.BB50

1.4400
2.7480
33480
39480
45480

12000
2.2900
2.7900
3.2900
3.7900

0.7200
113740
1.6740
19740
2.2740

0.9720
1 .8549
2.2599
2.6649
3.0699

\ .2000
22900
2.7900
3.2900
3.7900

6"

Customer Charge 2,061 .86 1 ,400.03 848.50 1 » 272.75 1,01B20 848.50 509.10 687.29 848.50

First
Next or First
Next
Next
Over

200,000
100,000
100,000
400,000

2.9160
5.5647
6.7797
7.9947
92097

1.9800
37785
4.6035
54255
6.2535

1.2000
2.2900
27900
3.2900
37900

118000
3,4350
4.1850
4.9350
5.5850

14400
27480
3,3480
3.9480
4.5480

\ .2000
2.2900
2.7900
3.2900
3,7900

0.7200
!.3740
\,6740
1.9740
22740

0.9720
1 .8549
2.2599
2.6549
3.0699

12000
22900
2,7900
3.2900
31900



Exhibit CEH-1
Page 6 of 9

SUMMARY OF CONSOLIDATION RATES . WATER

STEP 1, STEP 2 AND STEP 3

Step 1

Anthem

Step 2 S\ep 3 Step 1
Tubae
Step 2 Step 3 Step 1

Mohave

Step 2 Step 3

Non-potable Rate

Customer Charge

All Consumption
2.5000 2.5000 2.5000 25000 25000 2.5000 2.500 2.500 2.500

Private Fire Rate

10.00 10.00 10.00 10.00 10.00 10.00 40.00 10.00 10.00

2..

Customer Charge
3"

Customer Charge
4"

Customer Charge
22.50 2250 22.50 22.50 2250 2250 22.50 22.50 22,50

40.00 40.00 40.00 4 0 0 0 40.00 4000 40.00 40.00 40.00

90.00 90.00 9 0 0 0 90.00 90.00 90.00 90,00 90.00 9 0 0 0

160.00 160.00 160_00 160.00 160.00 16000 16000 16000 1 6 0 0 0

250.00 250.00 250.00 250.00 250,00 25000 250.00 250.00 250.00

360.00 360.00 36000 35000 36000 360.00 360.00 360.00 as0.00

I

6"

Customer Charge
8"

Customer Charge
10"
Customer Charge
12"
Customer Charge
Hydrants
Customer Charge 12.00 12.00 1200 12.00 12.00 12.00 12.00 12.00 1 2 0 0

I



ExhibiicEH-1
Page 7 of 9

ARIZONA AMERICAN WATER COMPANY
SUMMARY OFCONSOLIDATION RATES _ WATER

STEP 1, STEP 2 AND STEP 3

Percentage of Consolidated Rates
Step 1
120%

Havasu
Step 2
1 I 1%

Step 3
100%

Step 1

95%

Paradise
Valley
Step 2
100%

Step 3

100%

Residential

5/8" . 3/4"
Customer Charge 20.36 1884 16.97 16.12 16.97 16.97

First
Next

Next
Next
Over

4,000
6,000

25,000
25,000
60,000

1,440
2,748
3.348
3.948
4.548

1.332
2.542
3.097
3.652
4.207

1 .200
2.290
2.790
3.290
3,790

1.140
2.176
2.651
3.126

3.601

1 .200
2.290
2.790
3.290
3.790

1 .200
2.290
2.790
3.290
3.790

1"

Customer Charge 2036 18.84 16.97 16.12 16.97 15.91

First
Next
Next
Next
Over

4,000
6,000

25,000
25,000
60,000

1 .440
2.745
3.348
3.948
4.548

1.332
2.542
3.097
3852
4.207

1 .200
2.290
2.790
3.290
3,790

1.140
2.176

2.651
3.126
3.501

1 .200
2.290
2.790
3.290
3.790

1 .200
2.290
2.790
3.290
3.790

1 1/2"
Customer Charge 101.82 94.18 84.85 80.61 84.85 84.85

Firs!
Next
Next
Next
Over

25,000
75,000

100,000
100,000
300,000

1.440
2.748
3.348
3.948
4,548

1.332
2,542
3.097
3.652
4.207

1 200
2.290
2.790
3290
3.790

1.140
2.176
2.651
3.126
3.601

1 .200
2.290
2.790
3.290
3.790

1.200
2.290
2.790
3290
3.790

2"

Customer Charge 162.91 150.69 $35.76 128.97 135.76 135.76

First
Next
Next
Next
Over

50,000
50,000

100,000
100,000
300,000

1 .440
2.748
3348
3,948
4.548

1 .332
2.542
3.097
3.652
4.207

1 .200
2.290
2 790
3.290

3.790

1.140
2.176
2 651
3.126
3.601

1 .200
2.290
2790
3.290
3.790

1 .200
2.290
2.790
3.290
3.790

3"

Customer Charge 305.46 28255 25455 241.82 254.55 254.55

First
Next
Next
Next
Over

75,000
25,000

100,000
100,000
300.000

1 .440
2.748
3.348
3.948
4.548

1.332
2.542
3.097
8652
4207

1 .200
2290
2.790
3.290
3.790

1.140
2.176
2.651
3.126
3.601

1 .200
2.290
2790
3.290
3,790

1.200
2.290
2.790
3.290
3.790

4"

Customer Charge 509.10 470.92 42425 403.04 42425 424.25

First

Next
Next
Next
Over

100,000
100,000
100,000
100,000
400,000

1.440
2.748
3.348
3.948
4.548

1.332
2.542
3.097
3.652
4.207

1.200
2.290
2.790
3.290
3.790

1 1 4 0
2.176
2.651

3.126
3.601

1 .200
2.290
2,790
3.290
3.790

1.200
2.290
2.790
3.290
3.790

6"

Customer Charge 1,018.20 941.84 848.50 806.08 848.50 845.50

First
Next
Next

Next
Over

100,000
\00,000
100,000
100,000
400,000

1.440
2.748
3.348
3.948
4.548

1 .332
2.542
3.097
3.652
4.207

1,200

2.290
2.790

3.290
3.790

1.140
2.176

2.651
3.126

3.601

1 .200
2.290
2.790
3.290
3.790

s.200
2.290
2.790
3.290
3.790
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4 Exhibit CEH-1
Page 8 of 9

ARIZONA AMERICAN WATEFX COMPANY
SUMMARY OF CONSOLIDATION RATES _ WATER

STEP 1, STEP 2 AND STEP 3

Percentage of Consolidated Rates
Step 1
120%

Havasu
Step 2
111 v..

Step 3
100°/.

Step 1
95%

Paradise
Valley
Slep 2
100%

Step 3
100%

Commercial, OPA, Turf Rates and Blocks

5/g" . 3/4"
Customer Charge 20.36 18.84 16.97 1612 1637 16.97

First
Next or First
Next
Next
Over

I0,000
25,000
25,000
60.000

1.4400
2.7480
33480
3.9480
4.5480

1 .3320
2.5419
3.0969
3.6519
4.2069

1 .2000
2.2900
2.7900
3.2900
3.7900

1,1400
2.1755
2.6505
13.1255
3.6005

1 .2ooo
2.2900
2,7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900

1"

Customer Charge 50.91 47,09 42.43 40.30 42.43 42.43

First
Next or First
Next
Next
Over

10,000
25,000
25,000
60,000

1.4400
2.7480
3.3480
3.9480
4.5480

i .3320
2,5419
3.0969
3.6519
4.2069

1 .20o0
2.2900
2.7900
3.2900
3.7900

1.1400
2.\755
2.6W5
3.1255
3.6005

\ .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3,7900

1 1/2"
Customer Charge 101.82 94,18 84.85 80.61 8485 84.85

First
Next or First
Next
Next
Over

100,000
100,000
100,000
300,000

1.4400
27480
3.3480
3.9480
4.5480

1 .3320
2.5419
3.0969
3.6519
4.2069

1.2000
2.2900
2.7900
3.2900
3.7900

1. 1400
2. I755
26505
3. 1255
3.6005

1 .2000
2.2900
2.7900
3.2900
3.7900

l .2000
22900
2,7900
3.2900
37900

2"

Customer Charge 162.91 150.69 135.76 128.97 135.76 13576

First
Next or First
Next
Next
Over

100,000
100,000
\00,000
300,000

1,4400
2.7480
3.3480
39480
45480

1 .3320
2.5419
3.0969
3.6519
4.2069

1.2000
2.2900
2,7900
3.2900
3.7900

1 . 1400
2. 1755
2.6505
3.1255
3.6005

1.2000
2.2s00
2.7900
32900
37900

1 .2000
2.2900
2.7900
3.2900
3.7900

a"

Customer Charge 305.46 282.55 25455 241.82 254.55 254.55

First
Next or First
Next
Next
Over

\00,000
100.000
100,000
300.000

1 .4400
2.7480
33480
3.9480
45480

1,3320
2.5419
3.0969
3.6519
42069

1.2000
2.2900
2.7900
3.2900
3.7900

1.1400
2.1755
2.6505
3.1255
3.6005

1 .2000
2.2900
27900
3.2900
3.7900

12000
2.2900
2.7900
3.2900
3.7900

4"

Customer Charge 509.10 470.92 424.25 403.04 424.25 424.25
\

First
Next or First
Next
Next
Over

200,000
100,000
100.000
400,000

114400
27480
3.3480
39480
4.5480

1.3320
2.541 g
3.0969
3 .651 g
4,2059

1.2000
2.2900
2.7900
3.2900
3.7900

1 1400
2. 1755
2.6505
3.1255
3.6005

1.2000
2.2900
2,7900
3.2900
3.7900

1 2000
2.2900
2.7900
3.2900
3.7900

6"

Customer Charge 1,018.20 941.84 838.50 806.08 848.50 848.50

First
Next or First
Next
Next
Over

200,000
100,000
100,000
4()0_0Q0

1.4400
2.7480
3.3480
3.9480
4.5480

113320
2.5419
3.0969
3 .6519
4.2069

1 .2000
2.2900
2.7900
32900
3-7g00

1.1400
21755
2.6505
31255
3.6005

1 .2000
2.2900
2.7900
3.2900
3.7900

1 .2000
2.2900
2.7900
3.2900
3.7900
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Exhibit CEH-1
Page 9 of 9

s SUMMARY OF CONSOLIDATIONRATES .WATER

STEP 1. STEP 2AND STEP 3

Step 1

Havasu

Step 2 Step 3 Step 1

Paradise
Valley

Slap 2 Step 3

Non-Potable Rate

Customer Charge

All Consumption
2.500 2.500 2.500 2.500 2.500 2.500

Private Fire Rate

10.00 10.00 10.00 10.00 1oo0 10.00

2"

Customer Charge
3"

Customer Charge
4"

Customer Charge
22.50 22.50 22.50 22.50 22.50 22.50

40.00 40.00 4000 4o00 4000 40.00

90.00 90.00 90.00 9000 90.00 90.00

160.00 I60.00 160.00 150.00 160.00 160.00

250.00 250.00 250.00 25000 25000 250,00

360.00 360.00 360.00 350.00 350.00 360.00

6"

Customer Charge
8"

Customer Charge
10"
Customer Charge
12"
Customer Charge
Hydrants
Customer Charge 12.00 12.00 12.00 12.00 1200 12.00I
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DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
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EXECUTIVE SUMMARY1
2
3
4
5
6
7

Ms. Heppenstall testifies as follows:

Ms. Heppenstall explains Version 4 of the rate consolidation model prepared for each of die
operating districts for both water and wastewater for Arizona-American Water Company
(Company) and corrects certain present rate assumptions.

8 Ms. Heppenstall sponsors the Rate COnsolidation Model, Version 4.
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Arizona-American Water Company
Docket No. W-0I303A~09~0343, et al. .
Rebuttal of Intervenor Rate Design Testimony of
Constance E. Heppenstall
Page I of 2

1 1 .

2 Q~

3 A.

4

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS

My name is ConStance E. Heppenstall. My business address is 207 Senate Avenue,

Camp Hill, Pennsylvania.

Q- ARE YOU THE SAME CONSTANCE E. HEPPENSTALL THAT SUBMITTED

REBUTTAL TESTIMONY ON REVENUE REQUIREMENT ONIAPRIL 7, 2010?

Yes .

5

6
7
8

9
10

11.

Q-

PURPOSE OF TESTIMQNY

WHATIS THE PURPOSEOF YOUR TESTIMONY IN THIS CASE?

Please refer to the Executive Summary, which precedes my testimony.

11

12

13

14.

15

16

111.

Q-

WATER AND WASTEWATER RATE CONSOLIDATION MODEL VERSION 4

WHY DID YOU DEVELOP A VERSION 4 OF THE WATER AND

WASTEWATER RATE CONSOLIDATION MODEL?

I developed a Version 4 of the model in response to the Testimony of Dan Neidlinger

filed on behalf of the Anthem Community Council and data requests from the Anthem

Community Council, which requested a five-step version of the model.

Q. WHAT IS DIFFERNCE BETWEEN VERSION 3 AND VERSION 4 OF THE

WATER AND WASTEWATER RATE CONSOLIDATION MODELS?

Version 4 adds two steps tothe rate consolidation models so that the consolidated rates

are transitioned in over five steps instead of the three steps used in Version 3. In

addition, Version 4 varies the percentage of consolidated rates by district so that each

district has an equivalent dollar increase in each step. -

i f

17

18

19

20

21

22

23

24

A.

Q.

A.

A.

A.

DOES VERSION 4 ALSO CORRECTSDME MINOR ERRORS IN PRESENT

RATES THAT WERE IN PRIOR VERSIONS?



Arizona~American Water Company
Docket No. W-01303A-09-0343, et al. \
Rebuttal of Intervenor Rate Design Testimony of
Constance E. Heppenstall
Page 2 off

Yes, Version 4 corrects some Minor errors in present rates in the Havasu, Mohave and

Paradise Valley districts and corrected the reference to rate AZMID that should have

been A7MlD in the Sun City District..

1

2

3

4

5

6

Q- WHAT ISTHE EFFECT OF THE CORRECTIONS TO PRESENT RATES?

The overall effect of the correction 'm present rates is a minor decrease of present rate

revenue of $7,682.

7

8

Q- DID YOU CREATE STEPPED RATES IN DEVELOPING A VERSION 4 OF Tim

M0DELUSING COMPANY REBUTTAL REVENUE REQUIREMENTS?

k

Yes. The stepped rates are iN attached Rebuttal Exhibit CEH-1 Stepped Water Rates vs

and Rebuttal Exhibit CEH-2 Stepped Wastewater Rates vs.

Q. DOES THIS CONCLUDE YQUR REBUTTAL OF INTERVENOR RATE

DESIGN TESTIMGNY?

9

10

11

12

13

14 A. Yes.

4

1

A.

A.

A.

s



Rebuttal Exhibit
. CEH~1

Stepped Water Rates

AFUZONA AMERICAN WATER COMPANY
SUMMARY OF GONSOLIDATION RATES
VERS\ON 4
STEP 1, STEP 2, STEP 3. STEP a AND STEP 5

Percentage al Consolidated Rates
Step 1
73%

Std: 2
80%

Sm a ny
Step a
87%

Ste ps
93%

Slap 5
100%

Step 1
1\2%

Step 2
109%

SCW
Step a
106%

Slep 4
103%

Steps
woes

Residential

sis" - 3/4"
CLt$\omer Charge \2.46 12.59 14.72 1584 15.97 18.96 18.46 1785 17.47 18.97

Fi1$l
Next
Next
Next
Over

4.0410
s,ooo

25,000
25,000
s0,000

0.8824
1 .6820
2.0498
2.4165
2.7838

8.9511
1 .8340
2.2344
2.aa4 g
3,0353

1.0407
1.9860
2,4198
2.8533
3,2869

1.1204
2.1380
2.9048
a.o7vs
3.5384

L2008
2.2900
2.7900
3.2900
3.7900

L3406
2. 5584
a. 1170
3.5756
42342

1.3855
2.4913
3.0352
3.5792
4.1231

1.2703
2.4242
2.9535
3.4528
4.0121

1.2352
2.357 I
2,5717
33854
3.9010

1.2000
2.2900
z79oo
3.2900
3.7900

1 "

Customer Charge 12.45 13.59 14.72 15.84 18.97 18.96 18.46 17.96 17,47 1B.97

First
New!
Ne il
Next
Over

4,ooo
s,000

2s,ooo
25,000
ea,uw

0 .8814
1 ,682D
2.0493
2_4185
2.7838

0.9811
1.8340
2.2344
2.5949
3.0353

1 .0407
1.9860
2.4196
2.8539
3.2889

1.1204
2.1380
2.6048
8.0716
3.5384

9 .20oa
22900
2.7900
3.2900
3.7800

1.3406
2.5584
3 . 1  lo
3.6756
4.2342

1.3055
2.4913
a.0as2
3.5792
4. 1231

1 .2703
2.4242
2. seas
3.4828
4 . 0121

1.2352
2.3571
2.8717
3.3554
3.9010

1 .2000
2.2900
1 1 9 0 0
3.2900
3.7900

1 1/2"
Customer Charge 62.32 87.95 73859 79.22 84.85 94.79 92.31 59.82 B7.34 B4.85

Hrs!
Next
Next
Next
Ovel

25.000
75,000

100,000
100,000
300,000

0,a814
LG820
2.0493
2.4165
2.7B38

0.9s11
..8240
2.2344
2.6849
3.0353

1.0107
1.9850
z4 1 9 6
a s s e s
8.2889

1 .1204
2.1380
2.sa4s
3.0715
3.5384

1.2000
2.2900
2.7900
3.2900
3.7900

1.3408
2.5584
3.1170
a.e7se
4.2342

1.3055
2.4913
3.0352
3.5792
4.1231

1.2703
2.4242
2.8535
3.4828
4.0121

1.2352
2 3 5 7 !
2.8717
3.3864
3.9010

1 ,woo
2.2900
2,79D0
32900
3.7900

2"

Customer Charge 95.72 108.73 t17.74 126.75 135.75 151.87 147.69 145.72 139.74 135.76

First
Next
Next
Next
Ova!

50,000
50.000

100,000
100,000
809,000

0.B814
1.5820
2.0493
2.4155
2.7835

0.9611
1;aa4o .
2.2344
28349
3.0853

1.0407
1.9880
2.4196
2.8533
3.2869

1.1204
2.1380
2.6048
3.0718
3.5384

1 .2000
2.2900
2_7soo
3.2900
3.7900

1.3405
2.5584
3.1170
3.6756
4.2342

1.3055
2.4913
3,0352
3 . 9 9 2
4.1231

1.2703
2.4242
2.9535
3.4628
4,0121

1.2352
2.3571
28717
3.2B84
3.9010

1.2000
2,2900
2.7900
3.2900
3.7900

re'

Cuslumcr Charge 1B5.97 203.86 220.78 237.65 254.55 284.38 276.92 269.47 262.01 254.55

Firsl
Next
Next
Next
Over

75,000
25,008

10o,oaa
100,009
300,000

0.8814
L2820
220433
2.4155
2.7838

0.951 I
1.8340
2.2344
2.5349
3.0353

1 .0407
1.9860
2.4196
2.asaa
a.2868

1.1204
2. 1380
2.6048
3.0716
3.5384

1 .2000
2.2900
2.7900
3.2900
3.7900

1.3406
2.5584
3.1170
3.6756
4.2342

1.3055
2.4913
3.8352
3.5792
4.1231

1 _2703
2.4242
2.9585
3.4828
4.0121

1.2352
2.8571
2.8717
3.3864
3.9010

1.2000
2.2900
2,7900
3.2900
517500

4 "

Customer Charge 311.61 339.77 367.93 395.09 424.25 473.97 461.54 449.11 435.63 424.25

Flrsl
Nix !
Next
Next
Over

\00.000
w0.000
1001000
100,000
400,000

o . e m4
1.8820
2.o4s;s
2.4165
2.7838

0.9611
1 .8340
2.2344
2.8349
3.0353

1.0407
\.98s0
2.4196
2.8533
3.2869

1, 1204
2.13BD
2.6048
39715
3.5384

1 .2000
2.2900
2.7900
3.2900
337900

1.3405
2.5584
a .  m o
16756
4.2342

1 .3055
2.4913
3.0352
3.5792
4.1231

1.2703
2.4242
2.9585
3.4828
4.0121

1.2352
2.3571
2.8717
3.3864
3.90m

1.2000
2.2900
2.7900
3.2909
3,7900

6 "

Cunlomer Charge 623.22 679.54 735.86 792.18 848.50 947.94 823.08 895.22 873.36 848.50

F»rst
Next
Na n
Next
Over

100,000
100.000
sao,ooo
100,000

400.000

0.8814
1.s820
2.0493
2.4165
2,7838

0.961 t
1.5340
2.2344
2.6349
3,0353

1,0407
1.9860
2.4198
2.8533
3.2869

1.1204
2.13B0
2.6048
3.0716
3.5384

I .2000
2_2900
2.7900
3.2900
a .7ew

1.3406
2.5584
a.117.0
3.6758
4.2342

1.3055
2.4313
3.0352
3.5792
4.1231

r.27oa
2.4242
2.9535
3.4828
4.0121

1 8 5 2
2.3571
2.8717
3,3854
3.9010

1 . 2000
2.2900
2.7900
3.2900
3.7909

1
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

suMMARvoF CONSOLIDATION RATES
VERSION 4
STEP 1, STEPS, STEP 3. STEP 4 AND STEP 5

Pevcenlago o: Consolidated Rates
Step t
73%

Siep 2
80%

Sun end
Step 3
57%

Slept
93%

Swept
100%

Step 1
112%

Step 2
109°/»

SCW
Step 3
106%

Steps
108%

S1ep5
100%

Nun~Po\able Rake
Percentage d Consolidated Rntps
Customer CUEUQQ

73% 80% 87% 93% 100% 112% 109% 106% 103% 100%

All Consumption Mesa 2.0022 21681 2.3341 2.500 227930 2,7188 2.6465 2. 5733 2.5000

PrivateEre Rate

10.oo 10.00 10.00 10.00 to,no 10.00 10.00 10.00 1o.oo so

22.50 2250 2250 22.50 22.50 22.58 22.50 22.50 22.50 22.50

40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 4o.oo 40.00

90.00 90.00 90.00 90.00 90 .of 90,00 90.00 90.00 90.00

160.00 160.00 150.00 160.00 1 s0.00 160.00 160.00 160.00

so.oo

$50.00 180.90

4 250.00 250.00 250.00 250.00 250.00 250,00 2541.00 250.00 250.00 250.00

350.00 35000 350.00 960.00 ae0.00 360.00 aso.o0 3ao,0n :saw 360.00
4

2»

Customer Charge
a"

CusiornerCharge
4.

Customer Charge
s"

Customer Charge
s"

CustomerCharge
10"
Customer Charge
12"
Customer Charge
Hydvanls
CustomerCharge 12.00 12.0o 12.00 12.00 12.00 i2.00 12.00 12.00 12.00 12.00

2



Rebuttal Exhibit
CEH-1

Stepped Water Rates

ARIZONAAMERICAN WATER COMPANY
SUMMARY OF CONSOLIDATIONRATES
VERSION4
STEP 1, STEP 2, STEPS, STEP 4 AND STEP 5

Percentageof Consolidated Rates
Step 1
105%

Step 2
104%

Aqua Fria
Step a
403%

Steps
101%

Step s
100%

Step 1
208%

Step 2
181%

Am hem
Slaps
154%

Siep4
127%

steps
109%

Resldentla\

ala" . 8/4"
Customer Charge 17.88 17,64 17.42 17,19 16.97 35.31 ao.7a 26.14 s 21.55 16.97

Hrs!
Next
Next
Next
Over

4.000
6.006

25,000
25,000
so,000

1 .2630
2. 4102
2.9365
3 4627
339890

1.2473
2.3802
2.8999
3,4195
5.9392

1.2315
2.3501
z.esa2
s,a7s4
3.8895

1.2158
2.3201
2.8266
3.3832
3.8397

1.2000
2.2900
2.7900
3.2800
8.7900

24972
4.7555
5.8060
8.8455
7,8879

2,1729
4.1455
5.0520
5,9574
5.8527

1.8486
3.5277
4.29811
5.06a2
5.8385

1.5243
2.9889
3.5440
4.1791
4.8142

1.2000
2.2900
2.7900
3.2900
3.7900

1 n

Customer Charger 17.88 17,64 17.42 17.19 ¢s.97 35.3\ 30.73 26.14 21.58s 16.97

HIS(
Next
Next
Next
Over

4,ooo
s,ooo

25,000
25.000
60.000

1 .26a0
2.4102
2.9365
3.4527
3.9899

1 .2473
2.3502
zs999
3,4195
3.9392

1 .23 IN
2.aso1
2.5532
313754
3,B8Q5

L2158
2.3201
2.8255
3.3332
3.5387

1 .2000
2,2900
2.7900
8. 2900
3.7900

2.4972
4.7655
5.8060
5.8465
7.8870

2. was
4.1466
5.0520
5.9574
6.8527

1 .8488
3,5277
4.2980
5.0882
5.eaas

1 .5243
2.9089
3.5440
4.1791
4. 8142

1.2000
2.2900
2.7900
3.2900
3.7900

1 1/2"
Cuslnrnef Charge 89.30 aa,19 eras 85.96 84.85 176.57 153.64 130.71 107.78s 84,85

Hrs!
Next
Nair
Next
Over

25,000
75,000

100,000
100,000
300,000

1.2530
2,4102
29355
3.4627
3.9890

1,2473
2.3802
2,5999
3,4195
38392

1.2315
2.3501
2,85:a2
3.8764
3.8895

1.2s5a
2.3201
2.8268
3.3332
3.8397

1.2000
2.2900
2.7900
3 z 8 w
3.7900

2.4972
4.7655
5.8060
6.8465
7.as7c

2,1729
4.1486
5.0520
5.9574
6,8527

L8486
3.5277
4.2980
5.0682
5.8385

1.5243
2.9089
3.5440
4.1791
4.8142

1.200p
2,2900
2.7900
3.2500
3.7900

2~

Customer charge 142.89 14111 139.32 137.54 135.78 282.52 245.83 209.94 172.45s 135.76

First
Next
Next
New I
Ova I

50,000
50,ooo

100,000
wo,000
300,000

1.2630
2.4102
z.9855
3.4627
3.9890

1.2473
2.3802
23999
3.4195
3.9392

1.2315
2.3501
2.8532
3.3764
3.B895

1.2\58
2.3201
2.8266
3.3332
3.8397

1 .2000
2.2909
2.7900
3.2900
3.7900

2.4972
4.7655
s,sos0
s.a4s5
7.8870

2. 1729
4. 1466
5.0520
5.9574
6.8627

1.8486
3.5277
4.2980
s.o6a2
5.8385

1.5243
zsoas
3.5440
4.1791
4.8142

L2000
2.2900
2.7900
3.2900
3.7900

5"

CustomerCharge 257.91 254_57 251.28 257.89 254.55 529.72 460.93 392.13 323.34s 254.55

Firsl
Next
Next
Next
Diet

75,000

25.040
10n,ooo
100,000
300,000

12530
2.4102
2.9385
3.4827
3.9890

1.2473
23802
2.8999
3,4195
3.9392

1.2315
2.3501
2.8632
3.3764
3.8895

1 .2158
2.3201
2,8266
3.3332
3.8397

1.2800
2.2900
27900
3.2900
3.7900

2.4872
4.7655
5.8060
6.8465
7.8870

2.1729
4.1466
5.0520
5.9574
6.8627

1.8486
335277
4,2989
5.0682
5.8385

1.5243
2.9089
3.5440
4,1791
4.8142

1 ,20<>0
2.29-00
2.7900
3.2900
3.7800

4"

Customer Charge 448.52 440.95 435.39 429.82 424.25 882.86 758.21 653.55 $ 5as.90 424.25

Fust
New!
Next
n m
Over

100.009
100,000
100,000
100,000
490,000

1 .2630
2.4102
2.9365
3.4527
3.9890

1.2478
2.3B02
2.8999
3.4195
3.9392

1.2315
2.8501
2.BE32
3.3764
3.8895

1.2158
2.3201
2,8266
3.3332
3.8337

1.2000
2.2800
2.7900
3.2900
3.7900

2.4972
4.7655
5.8050
6.8465
7_8870

2.1729
4. 1468
5.0520
5.9574
6.8527

x.a4as
3.5277
4.2980
5.0682
5.8385

1.5243
2,soe9
3.5440
4.1791
4.8142

1 .2000
2.2900
2.7900
3.2500
3.7900

6"

Customer Charge B93.D5 BBL91 870.77 859.64 848.50 1 _765.73 1 .536.42 1,307.11 $1,077.81 848.50

First
Next
Next
Next
Over

100,000
100,000
100.000
100.000
400,000

1.2eao
2.4102
2.9365
3.4527
3.9880

1.2473
2.3B02
2.6999
: w a s
3.9392

!.231 s
2,sso1
2,B532
3.3764
3.B895

1.2158
2.3201
2.8266
3.3332
3,8397

12000
2.2900
2.7900
3.2900
3.7900

2.4972
4,7655
5.8060
s.a465
7.8870

2.1729
4.1486
5.0520
5.9574
6,8527

1.8486
3.5277
4,2980
5.0682
5,8385

115243
2,9089
3.5440
4.1791
4.8142

1 .2000
2.2900
2.7900
8.2900
3.7900

v

3
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

SUMMARY OF CONSOLIDATIONRATES
VERSION 4
STEP 1, STEP 2.STEP 3, STEP 4 AND STEP s

Percentage of Consoridatod Rates
Stepl
105%

Step 2
104%

Agua Fria
Steps
103%

$\8P 4
101%

Step 5
109%

Slap 1
208%

Step 2
181%

Anthem
Step a
154%

Step 4
127%

seep s
100%

Non-Potable Rate
Percentage of Consolkialud Rates
Customer Charge

105% I04% 103% 101% 100% 100% 100% 100% \

AN Cnnsumpiion zssva 2.5984 2.5656 2_ 5328 2.5000 2,5000 2.5000 25000 2.500 2.soos s

Private Fwd Rate

10.00 moo 10.00 10.00 10.00 10.00 10.00

22.50 22.50 22.su

10.00

22.50

4o.oo

90.00

10.00

22.50 22.5o22.50

4o.oo

Sam

22.50

4o.o6

90,00

40.00

80.00

40.00

90.00

40.00

90.00

160.00 160.90

40.00

a0.oo

160.00

250.00

22.50

40.00

90.00

180.00

250.00

160.00

250.00

1 B0.00

250.00 250.00

aeo.0o

160.00

250.00

360.00 aso.c0

250,00

360.00 350.00

1o.oo

2250

40.00

90,00

1 so.00

250.00

360.00 360.00 350.00

2 .

CustomerCharge
9"

Customer Charge
4"

Customer Charge
6"

CustomerCharge
s"

Customer Charge
10"
CustomerCharge
1214
Cus\olrwr Charge
Hydrahls
Customer Charge \2.o0 12.00 12.00 12.00 12.110

160-00

250.00

360.09

s2.oo 12.o0

40.00

sons

160.00

2s0.00

360.09

12.00 12.00 12.00

_4-



g

Rebuttal Exhibit
CEH-1

Stepped Water Rates

ARIZONA AMEFMGAN WATER COMPANY
SUMMARY OF CONSOLIDATION RATES
VERSIONS
STEP 1, STEP 2. STEP 3, STEP 4 AND STEP s

Vewanlage of Cohsolldaled Rates

Step 1
151%

Step 2
138%

Tubae
Step 3
828%

Step 4
113%

Steps
100%

Step I
84%

Siep 2
75°/~

Mmave
Slap a
52%

Siep 4
91%

Step s
took.

Residential

5/a" - a/4"
Customer Charger 25.64 23.47 21.a1 19.14 16.97 ¥0.BO 12.34 13.89 15.43 16.97

Hrs!
Next
Next
Next
Over

4,000
6,000

.2s,000
25,000
s0,000

1.8132
3.4602
4.2157
4.9712
5.7257

1.6599
3.1675
3.8593
4,5509
5.2425

1 .5066
2.8751
a.so2a
4.1306
47583

1.3533
2.5825
3.1464
2.7103
4.2742

1 .2000
22900
2.7900
3.2900
s. 7900

0.764
\.45a
1.77B
2.094
z.4s2

0.873
1 .ass
2.029
2.393
2.757

0,982
1 .874
2.283
2. 692
8.101

1.o9x
2.082
2.536
2.991
3.445

1.200
2.299
2.790
3.290
3.790

1"

Customer Charge 25.64 2347 21,31 19.14 16.97 10.80 12.34 was 15.43 16.97

Flrsl
Next
Next
Next
Over

4,oco
6,000

25,000
25,000
s0,ooo

1.8132
3.4602
4.2157
4.97i2
5.7267

1 _6599
3, 1676.
3.8593
4 .5509
5,2425

1.5066
2.8751
35028
4.1306
4.7983

1.3533
2.5825
3.1464
8.7103
4.2742

! . G M
n e w
2.7900
32900
3.7900

0.764
1.455
!.776
2.094
2.412

0.873
1666
2029
2.393
2.757

0,982
1.s74
2.283

2.692
9. 101

1.091
2.0B2
a s s
2.991
2.446

1.200
2. zee
2.790
a.2so
3.790

1 1rz"
Cuslomef Charge 128.21 117.37 108.53 g5_65 84.85 54.01 151,72 69.43 77.14 84.85

25.000
75,ooo

100,ooo
100,006
300,000

1.8132
3,4802
4.2157
4.9712
5.7267

1 ,ssss
3.1676
3,8593
4, 5509
5.2425

1.5066
2.8751
8.5028
4.1aos
4,7583

1 .3533
2.5825
3. $464
3.7103
4.2742

1 .zcoc
2.2900
27900
3.2900
3.7900

0.764
1.458
1.776
2.094
2.412

0.873
1 .ass
2.029
2.393
2.757

0.982
I .874
2.283
2.692
a. 101

!.091
2082
2.536
2,991
3.446

i .200
2.290
2.790
3.290
3790

First
Nut!
New n
Next
OVer

2..

CustomerCharge 2os.1a 187.79 170,45 153,10 135.76 s6,41 says 1 H.09 123.42 135.78

F-Trsi
Nexl
Next
New!
Over

50.000
so,0oo

100,000
100,000
a00,000

1.8132
3.4602
4.2\57
4.9712
5.7267

1.6599
3.1676
3.8593
4.5509
5.2425

1 .5086
2.8751
a .5028
4.1306
4.7583

1,3533
2.5825
3.1464
3.7103
4.2742

1.2000
2.294141
2,7900
3. 2900
3.7900

0.764
1.458
1.776
2.094
2.412

o.a7a
1 .ass
2.029
2.393
2,757

0.952
1 ,874
2.253
2.692
3.101

1 .09 t
2.082
2.536
2,991
3.445

\ .200
2.290
2,790
a,29o
3.790

3"

Customer Charge 384,63 352.11 319.59 287,07 254.55 162.02 185.15 208.29 231.42 25455

Fssl
Neil
Next
Next
Ova:

75,000
2s,ooo

100\000
100,900
300,000

1.8132
8.4502
4.2157
4.9712
5.7257

1 .was
3.1676
3. B593
4.5509
5,2425

1,5066
2.B751
s.5a28
4,1308
4.7583

1.3533
2.5s25
3.1484
3.7103
4.2742

1 .2000
2.2500
2.7soo
3.2900
37900

0.754
1.458
1 ,TIS
2. 094
2. 412

0.873
1 .666
2.029
2.393
2.757

0.982
1.874
2.253
2.692
8,501

Loss
2.882
2.538
2.991
3.446

1.200
2.290
2.799
8.290
3.790

4"

Customer Charge 541.04 585.84 532.65 478.45 424,25 270.04 308.59 347.14 385.76 424 .25

First
Next
New\
Next
Over

. 100.000
109,000
100,000
100,000
400,090

1 .8132
3.4602
4.2157
4.9712
5.7267

1.6599
3.1576
3.8593
4.5509
6.2425

1.5066
2.8751
3.51129
4.1305
4.7583

1.3533
2.5825
a.1464
3.7*03
4.2742

1.2000
2.2900
2,7900
3.2900
3.7900

0,764
1.458
1.776
2.094
2,412

0.873
1 . 658
2.029
2.393
2 757

D382
1.874
2.283
2.592
3, 101

4.091
2.082
2.535
2.991
3.446

1.200
2.290
2.790
3.290
3.790

6..

Customer Charge 1,282.08 1,173.69 1 .os5.2s 958.90 848.50 540.U7 6\7.18 694.29 771.39 a4a.50 r

Mrs!
Next
Next
New I
Over

100,000
100,000
100,000
100,090
400,000

1 B132
3.4602 /
4.2857
4.9712
5,7287

1.8599
3.1676
8,8593
4.5509
5,2425

1.5066
2.8751
3.5028
4. 1 ace
4.7583

1.3533
2.5825
3.1484
3.7103
4.2742

112000
2.2900
2.7900
3.2900
3.7900

0764
1.458
1.776
2.094
2.412

0.873
1 .686
2.029
2.393
2.757

0.982
1.874
2283
2.692
3.101

1.09:
2.0a2
2.535
2.991
3.445

1.200
2.290
2.790
8.290
a. 790

}
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

SUMMARY OF CONSOLIDATION RATES
VERSIONS
STEP 1. STEP 2. STEP 3, STEP 4 AND STEP 5

Pnrcamage of Consolidated Rates
Step 1
151%

Slep 2
138%

Tuhac
Step a
126%

Step 4
113%

Steps
190%

Step \
64%

Slep 2
78%

Mohave
Step :a
82%

Step 4
91%

Steps
100%

Non~Polab4e Rate
PercanWge al Consolidated Rates
Customer Charge

All Consumption

Private Fire Rate

10.00 10.00 10.00 10.00 10.00 10.00 10.00 10.00 woo 10.00

22.50 22.50 22.50 22.50 22.50 22.50 22.50 22.50 22.5022.50.

40.00

90.00

4o,00

90.00

40.00

90.00

40.00

so.0o

40.00

90.00

40.00

90.00

40.00

9o.00

18D_00 160.00 160.00

40.00

90.00

160.00

2S0.00

aawoo

160.00

250.00 250.00 250.00

\60.00

250.09

350,00

12.00

aao.oo

160.00

250.00

:leo.oo

40.00

90.00

160.00

250.00

360.06 380,00 aso.0o

4o.oo

90.00

160.00

250.90

380.00

250.00

360.00

2"
Customer Charge
3*

Cusiorvrer Charge
4"

Customer Charge
6"

Customer Charge
a "

Customer Charge
10"
Customer Charge
12"
Customer Charge
HIarants
Customer Charge 12.00 12.00 12.00 12.00 12.00 12.00 12.00

180.00

250.00

580.00

12.00 i2.00

I

r

I

I

\

1

1 -

6



Rebuttal Exhibit
CEH-1

Stepped Water Rates

AFNZONA AMERICAN WATER COMPANY
SUMMARY OF CONSOLIDATIONRATES
VERSVON 4
STEP I. STEP 2. STEP 3, STEP 4 AND STEP 5

Percentage of Cunsolidaled Rates

Residential

Step 1
127%

Step 2
120%

Havasu
Steps
119%

Step 4
107%

Step 5
190%

Step I
82%

Step 2
94%

Paradise
valiev
Step a
98%

Step 4
98%

Step5
100%

Sm" . 3/4"
Customer Charge 21.50 2037 19.24 18.19 16.97 15,65 16.00 16.32 16.65 18.97

Furs!
Next
Next
Next
Over

4.000
6,000

25,090
25,009
sn.ooo

1.52o
2.901
3.535
4. 168
4 . B02

1.440
2.749
3349
3.949
4.549

1.389
2.596
3.182
3.729
4.295

1.280
2.443
2.976
3.51 o
4,o4a

1.2oo
2.290
2.790
3.290
3.790

1.1ca
2. 115
2.577
3039
3.501

1,131
2,159
2.630
3.102
3.573

1,154
2.203
2.684
3.164
3.645

1.177
2.245
2:737
3.221
3.718

1.2oo
2.290
2.790
3.290
3.790

1 ..

Customer Charge 21.50 20.37 19.24 18.10 16.97 15.sa moo 16.32 16.65 16.97

Flrst
Next
Next
New!
Over

4,uoo
6.000

25.000
25,000
so,0oo

1.520
2.901
3.535
4,168
4.8U2

1.440
é .749
3.949
3.949
4.549

1.850
2.598
3.1 Hz
8,729
4.296

1.280
2.443
2.976
a.51o
4,043

1.200
2.290
2.790
8.290
8.790

1.1oa
2.115
2.577
w a s
3.501

1.131
2.159
2,630
3.102
a.s7a

1.154
2.313
2.684
a.1s4
3.645

1.177
2.245
2.737
3.227
3.71 s

1.200
2.290
z.79o
8.290
3.790

1 1/2"
Customer Charge 107.50 101.84 95.18 90.51 54.85 78.38 79,99 81.51 8823 s4,Bs

First
Next
Next
Next
Over

25,000
75.000

100.000
100.000
800.000

1.520
2.B01
3.535
4.168
4.802

1.440
2.749
8.349
3.949
4.549

1.350
2.596
3.162
3.729
4.295

1 .280
2 .443
2.976
3.510
4.043

1.2011
2. 290
2. 790
3. 290
3. 790

1.108
2.115
2.577
3.039
3.501

1.131
2.859
2,630
3.102
3.573

LI54
zaua
2.684
3.164
3.645

1.171
2.245
2.737
3.227
3.718

1.200
2.290
2.790
3.290
a.79o

2"

Cuslume r Charge 172.01 162.95 153.88 144.a2 135.78 125.40 127,99 \30.58 133.17 135.75

\91st
Next
Next
Next
Over

50,000
so,0oo

100,000
\00,000
too,ooo

9.520
2.901
5.535
4.1sa
4.802

1.440
2.149
3.349
3.949
4.549

1.360
2.595
3.162
1729
4.296

1.280
2.443
4.976
:§.s1o
4.043

x.2w
2.290
2.790
3290
3.790

1.108
2.115
2,577
3.033
9.501

1. 139
2.159
2.G30
3.102
3.573

1. 154
2.203
2.6B4
3.\B4
3.645

1.i77
2.246
2.737
3.227
3718

t .zoo
2.290
2.790
3.290
8.790

3~

Customer Charge 822.51 30552 288.53 271 .54 254.55 235.13 23998 244.84 249.55 254.55

First
Next
Next
Next
Over

75.000
25,000

100,000
100.000
:<oo.oou

\.520
2,901
3.535
4.168
4,®2

1 .440
2.749
3.349
s.949
4.549

1 .360
2.595
3.162
3.729
4.296

1 ,280
2.443
2,976
a. 51 o
4.043

1.200
2,29o
2.790
3.290
2.790

1 . 108
2.115
2.577
3.038
3.501

L131
2.159
2.539
3.102
3.578

1 .154
2.203
2.684
3.164
3.645

1 . \77
2.246
2.737
3.227
3.718

t.200
2.290
2.790
3.290
3.790

4"

Customer charge 537.52 509.21 4ao,as 452.57 42425 391.88 399.97 408. oh 496.16 42425

First
Next
Next
Next
Over

100.000
\00,000
100,000
100,000
400.000

1.52a
2.901
3.535
4.168
4.802

1.440
2.749
1349
3.949
4549

1.360
2.598
3.152
3.729
4.296

1.280
2.443
2.876
3.510
4.043

1.200
2.290
2.790
3.290
a.790

1.108
2.115
2,577
2.039
3.501

1.131
2.159
2.sao
3.102
3.573

1.154
2.203
2.654
8.184
3.645

1.177
2.245
2.737
1227
3.718

1.200
24290
2.780
3.290
3.790

5"

Guslurner Charge 1 .075.05 1,018.41 961.77 9D5.14 B4B.50 783.76 79994 815.13 8a2.a\ 848.50

Fnsl
Next
Next
Next
Over

100.000
190,000
100.000
100,000
400.000

1.52o
2.901
3.535
4.1 so
4.802

1.449
2.749
3.349
3,949
4.549

1.380
2.598
3. 152
a 729
4.296

1.280
2.443
2.978
3.510
4.043

1.200
2.2s4>
2,790
3.290
a. 790

1.108
2.115
2.577
3.039
3.501

1.131
2.159
2.530
3.102
3.573

1.154
2.203
2.684
a.1s4
3.645

I. 177
2.246
2.737
3.227
3.71B

1.200
2.290
2,790
3,290
8.790

n nm7
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

SUMMARY OF cowsouomiow RATES
VERSION 4
STEP 1. STEPS. STEP a, STEP 4 AND STEP 5

Percentage al Consolidated Rates

Step 1
127%

Step 2
129%

Havasu
Step 3
113°/»

St e ps
107%

Step 5
190%

Step 1
S m

Steps
94%

Paradise
Valley
Step a
96%

Steps
98%

Step5
100%

N<3n~pn\able Wale
Percentage of Consoihiated Rates
Customer Chavga

All Consumption
I

Private Fne Fta!e

10.00 10.o0 10.00 10.00 10,00 10.00 N100

22.59

10.00

22.50 2250 22.50 22.50 22.50 2250 22.50

40.00

90.00

4o.oo

90.00

40.00

90.00

4o .w

9o.oo

40.00

90.00

40.00

90,00

t0.00

22.50

4o.oo

50.00

40.00

90.00

1sn.oo 160.00

40.00

90.80

1 B0.00 160.00 160.00

zso.oo

I B0.00

250.00

150.00

250.90 250.00

150.00

250.00 250.00

.360.00 aeo.00

250.00

360.00 350.00 3B0.00 360.00

160.00

250.00

360,00

10.00

22.50

40.00

90.00

160.00

250.00

360.09 360.00

250.09

360.00

12.00

2 '

Customer Charge
Ar.

Customer Charge
4 "

Customer Charge
6 "

Customer Charge
a "

Customer Charge
1i N
Customer Charge
121
Customer Charge
Hydrants
Customer Charge 12.00 12.00 12.00 12.00 12.00 \2.00 12.f>o 12.00 s2.00

i

8
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

ARIZONA AMERKIAN wATer COMPANY
SUMMAHY OF CONSOLIDATION RATES
VERSION 4
STEP 1, STEP 2, STEP 3. STEP 4 AND STEP 5

Percentage of ConaolldalmiRates

Commercial, OPA, Turf Hales and Blocks

Step I
73%

Step 2
80%

Sun C\W
Step a
87%

Step 4
93%

Shep s

100%

Step \
112%

Siep 2
112%

sow
Steps
I06%

Steps
103%

Step s
100%

5i8" . 314'
Customer Charge 12.46 13.58 14.72 1584 18.97 vase mass 17.96 17.47 1597

Filsi
Next or Hrs!
N ext
N ext
Over

10,000
25,000
2s.000
s0.0c0

0.8814
1.6820
2.0493
2.4155
2.7838

0.ss11
1.8340
22344
2,6349
3.0353

1.0407
1.9880
2.4198
2.8533
3.2859

1.1204
2.1380
z.so4a
3.0716
3.5384

1.2000
2.2900
27900
a,2900
: m o o

1,3406
2.5584
3.1170
3.5755
4.2342

1.3406
2.5584
3.1170
35755
4,2342

1 .2703
2.4242
2.9535
a .4828
4 .0121

1 .2352
2.as71
2.8717
3.3854
3.9010

I .2000
2.2900
2.7900
3.2900
3,7900

1"

Customer Charge 31.16 33.95 35.79 39.51 42.43 47,40 47.40 44.91 43.67 42.43

Fas!
Next or First
Next
Next
Ova:

10.000
25.000
25.too
60,000

0.a814
1.6820
2.0493
2.4165
2.7838

0.961 I
I .8340
2.2344
2.6349
3.0353

1 .04o7
1 .saw
2.419B
2.8533
3 .2889

1.1204
2.1800
2.6048
3.9715
3.5884

1.2000
22900
2.7900
3.2900
3.7909

1.3405
225584
3.\170
3.5755
42342

1.3405
25584
3.1170
3.5755
42342

12703
2.4242
2.9535
3.4828
4.0821

1.2352
2.3571
2.8717
3.3554
8.9010

1 .2000
a z a n
z.7so0
3.2960
3.7900

1 1/2"
Customer Charge 52.32 67.95 73.59 .79.22 a-185 94.79 94.79 89.82 87.34 84.85

Flfsl
Next or Firs!
Next
Next
Over

voe,ooo
100.000
101.000
300.000

0.8814
1.6820
2.0493
2.4165
2.7835

0.9611
1 .8340
2.2344
2.5349
3.0353

1,0407
1 .9B5l)
2.4196
2.8533
32859

1.1204
2.1 ask
2.6048
3.0716
3-5384

1 .2000
2.2900
2 .7900
3.2900
3Jsoo

1.3405
2.5584
3.1170
s.s7s6
4.2342

1.3406
2.55B4
3.1 t70
3.6755
4.2342

1 .2703
2.4242
2.9535
3.4828
4 .01 z I

5.2352
2.3571
2.8717
3,3854
3.9010

I .2000
z29oo
2.7900
3.2900
3.7900

2"

Customer Charge 99.72 108.73 117,74 128.75 135.75 151.67 151.67 143.72 12974 135-7G

FIISI
Next orFirs\
Next
Next
Over

100,000
100.4100
100,oc0
300.000

0.8814
1.6820
2.0493
2.4 ass
2.7838

0.8811
1.8340
2.2344
2.6349
3.0353

1.0407
13860
2.4135
2.8538
3.2859

1.1204
2.1380
2.s048
3.0715
3.5884

\ .2080
2.2900
2.7900
3.2900
3,7900

\ .ados
2.5584
3.1170
3.5756
4.2342

1 .3406
2.5594
34170
3.6756
4.2342

12703
.2.4242
2.9585
3.4828
4.012!

12352
2.3579
2.8717
3.3564
3.901 o

1 .2000
2.2900
227900
3.2900
3.7900

a"

Cuslomer Charge 1 ahs? 2oa.a6 220.76 237.65 254.55 2B4.38 284.38 259.47 262.01 254.56

Firs!
Next orFirst
Next
New\
Over

100.009
100.000
1 D0.080
300,009

0LB814
1 .6820
2.0493
2.41 as
2. 7838

0.96\1
1.8340
2.2344
25349
3.0353

1,0407
1.9B60
2.4156
2.8533
3.2859

1.1204
2.1380
2.5048
3.0715
3.5384

1.2000
2.2900
2.7800
3.2900
3.7900

1 .3406
2.5584
3.1 170
3.5756
4.2342

134%
2.5554
3.1170
3.6755
4.2342

12703
2.4242
2.9535
3.4828
4.0121

1 .2352
2 .3571
2.8717
3.3864
3.9010

1.2000
z.2so0
2.7900
3.2900
3.7900

.r

4"

Customer Charge 31 1.61 339.77 367.93 395.09 424,25 473,97 473.97 449.11 456,68 424.25

Fils\
Nextor Flax
Next
Neil
Over

200,000
1 of,ooo
100,000
400,000

0.88\4
1.6820
2,0493
2.4165
2.7838

0.961 1
1 .8340
2.2344
2.6345
:wash

1 .o4o7
I .9860
2.41 BB
2.8533
3.2B89

1.1204
2.1330
2.6045
30715
3,5384

1 .2000
2.2900
2.7900
3.2900
3.7900

\ .3406
2.5584
3.1170
3.6756
42342

113405
2.5584
3_1170
3.5156
4.2342

1.2703
2,4242
2.9535
8.4828
4.0121

1.2352
2,3571
28717
3,3864
3.9010

1.2000
2.2900
z,7900
32900
a.7soo

6" .

Cuslomel Charge 623.22 579.54 735.56 792.18 848.50 947.94 947,94 898.22 873.35 84850

Furs!
Next or First
Next
Next
Ova:

200,000
\0DI¥J00
100,000
400,000

0.8814
1.6820
2.0493
2.4165
2.7838

0.961 1
1 .8340
2.2344
2.699
3.0353

1.0407
1.9860
2.4196
2.8533
3.2859

1.1204
2.13B0
2.6048
3.0715
3.5384

1 .zoom
22900
2,7900
32900
37900

1.3406
2.5584
3.\ \AD
3.B756
4.2342

$3405
25584
3.1170
3.6756
4.2342

1.2703
2.4242
2.9535
3.4828
4.0121

1.2352
2a571
2.B7\7
3.3864
3.9010

1.2000
2.2900
2.7900
32900
3.7900

1

g -
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

ARLZONA AMERICAN WATER COMPANY
SUMMARY OF consouDAT1on RATES
VERSION d
STEP 1, STEP 2. STEP 3, STEP 4 AND STEP 5

Percentage al Consolidated Rates

Commercial. pA, Turf Rules and Blocks

Step 1
105%

Step 2
104%

Agua Fib
Step 3
103%

S\ep 4
101%

Srep5
100%

Step 1
208%

Step 2
181%

Anthem
Step 3
154%

S\ep4
127%

Step s
100%

5/8" _ 3]4"
Customer Charge 17.86 17.64 17.4z 17.19 18.97 35,51 30.73 25.14 21.56 16.97

FHS!
Next of Hrs!
Next
Next
Over

10,000
25.000
25.000
50.000

1 .sao
2.4102
2 .9365
8.4527
3_9890

1.2473
2.3802
2.8999
3A195
a.sa9z

1.2315
2.3501
2.8582
3.3764
3.8895

1.2158
2.3201
z.azss
3.3332
3.8397

12000
2.2800
2.7900
a,2900
3.7900

2.4972
48'355
58060
8.B4G5
7.8870

2.1729
4.1466
5,0520
5.9514
6.8627

1.8486
3.5277
4.2980
s.oa82
5.8385

1.5245
2.9089
5.5440
4,1791
4.8142

1.2000
2.2800
2.7900
3.2900
3 j8 0 0

1"

Customer Charge 4455 44.10 43.54 42.98 42.43 58,29 15,82 85.36 5389 42.43

First
Next of Flrsl
Next
Next
Over

\0.000
25.000
25.000
s o w n

I2 6 3 0
2.4102
2.9365
3.4527
3.9890

1 .2473
2.3802
2.8999
3.4195
3.9392

1 .2315
2.8501
2.8682
3.3764
3.5595

1 .2\5B
2.3201
2,8266
3.3332
3,8397

1.2000
2.2900
2.7960
3.2900
a n n o

2.4972
4.7555
58050
58465
7,8870

2. \729
4,1458
5.0520
5.9574
8.8527

1.8486
8.5277
4.2950
5,0582
s a s s

1.5243
2.9089
3.5440
4.1791
4.8142

1.2000
2.2900
2.7900
3,2900
3.7800

8930 88.19 a1J0s 85.95 B4.B5 ws.s7 153.54 130.7 I 1DI/.7B 84.85
1 1/2"
Cusrorner Charge

Fils i
Next UrF11s\
Next
Next
Over

100,000
100.000
100.000
ago,ooo

I .2630
2.4102
2.9355
3.4827
3 . 9890

12473
2.3802
2.8999
3.4195
3.9392

1.2315
2.3501
2.5632
3.3764
3.8895

1.2155
2,:s201
2,8266
3.3932
3,8397

1 .2000
2.2900
2.7900
12900
a,7900

2,4972
4,7655
5.BD60
G.B455
78870

2. 1729
4.1455
5.0520
5.9574
6.8627

1.8486
3.5277
4.2980
5.0682
53385

1,5243
2.9089
35440
4.1791
45142

12000
22900
2,7800
3.2900
zusoo

2"

Customer Charge 142.89 141.11 139,32 137.54 135.76 282.52 245.83 209,14 17245 135.78

First
Next or F1rs1
Next
Next
Over

100,000
1tm,ooo
100,000
300.000

1.2630
2.4102
2.9385
3.4627
3.9890

1.2473
2.3802
2.8599
3.4195
3,9392

I .2315
z.aso1
2863?
3.3754
3.8895

1.2158
2.3201
2.8266
3.aaa2
3.8397

1.2000
z.2900
2.7900
3.2900
avaoo

2.4972
47655
5,B050
B.B455
7.8870

2.1729
4.14ss.
5.0520
5.9574
8,8627

1 ,BE BE
3.5277
4.2980
50552
5.8385

1.5243
m o s s
3.5440
4.1751
4,8142

12000
2.2900
2.7900
3-2900
3 7900

31-

Customer Charge 267.9 I 264.57 26123 257.89 254.55 599.72 460.93 392.13 323.34 25455

|
First
Next or Fllsl
Next
Next
Over

.
1.2630
2.4102
29365
3.4627
3.9890

1 .247a
2.3802
2.8999
3 .4195
3.9392

1 .2315
2,3501
2.8632
3.3764
3.8895

12158
2.3201
2,8266
3.3332
3.B397

1 .2000
2.2900
2.7900
3,2900
3.7900

2.4972
4,7555
58060
G.84S5
7.ae70

2, i729
414$S
5.05m
s.s574
6.8627

LB486
3.5277
4.2950
5.0sa2
5.a385

1.5243
29989
3.5440
4,1791
4,8142

1,2009
2.2900
2.7soo
3.2500
3.7500

100,000
10 o,0oo
100,000
aoo.uou

pa

Customer Charge 446.52 440.95 435.39 429.82 424.25 88z86 7BB.21 65a58 538.90 424.25

Fvs!
Next of Flvsl
Next
Next
Over

200.000
100.000
1oo,ooo
400,000

1 .2630
2.4102
2.9365
3.4627
3,9890

1.24714
2.3802
2.8999
3,4195
3.9392

1.2915
2.3501
2.8632
3.3764
3.8895

1.2158
2.3201
2.8265
3,3332
3.8397

12000
2.2900
2.7900
3.2900
3.7900

2 4972
4 .7655
5.8060
6.8455
7.8870

2.1729
4. 1486
s . os2o
5.9574
G.B627

I .B48 a
3.5271
4.2980
5.0682
5.8385

1.5243
2.9089
3.5440
4,1791
4.8142

! .2000
22809
2.7900
3.2900
3-7900

6..

Customer Charge 893.05 881.91 870.77 859.84 B4B.50 1.755.73 1,538,42 1,307/1 1 ,077 .8 I 848.50

Flls l
Next or Flrsl
Next
Next
Over

200.000
\0l!,00°
1001000
4co.oou

1.2630
2.41 DO
2.9365
3.4627
3.9850

1.2478
2.3B02
2.8999
3.4195
3.9392

1.2315
2.3501
2.8632
3.3764
:mass

1 .2158
2.3201
2.8256
3.3332
3.8397

1.2000
2.2900
2.7900
3.2900
3.7900

2.4972
4,7655
5.8060
6.8465
7.8870

2.1729
4.1455
5.9520
5.9574
8.8527

116486
3.5277
4.2980
5.0682
5.8385

1 .5243
2.9089
s.s440
4. 1791
4.8142

1 .2000
2.2900
2,7900
a.2eoo
a.7soo

h 10
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Rebuttal Exhibit
CEH-1

Stepped Water Rates

ARIZONA AMERICAN WATER COMPANY
suuw.ny DF consouoAnot~a  ax les
VERSION 4
STEP 1, STEP 2. STEP 3. STEP 4 AND STEP 5

Percentage of Consolidated Rains
Step I
151%

Steps
138%

Tubae
Step 3
126%

$tep4
1th%

Step 5
100%

Slap 1
64%

Step 2
73%

Muire
Slept
82%

Siep 4
91%

Step 5
100%

Commercial, OPA,Turf Rates Ami Blocks

5/8" . :s/4"
Customer Charge 25.64 23,47 21,51 19.14 16.97 10.80 12.34 13.89 15.43 s 16.97

FWsl
Next or First
Next
Next
Over

10,ooo
25.000
2s,ooo
s0.000

1.8132
3.4602
4.2\57
4.8712
5.7287

1 .6599
3. 1 B76
2.8593
4.5509
5,2425

1.5066
2.8751
3.5028
4.1305
4.7583

I _3533
25825
3.1454
3.7103
4,2742

1 .Waco
2.2900
2.7900
3.2990
8.7900

0.7638
1 . 4 9 6
L7758
2.8941
2.4123

0. B729
1 .5857
2.0294
2.393\
2.7568

9.9819
1,8738
2.2829
2.6920
3.1012

1 ,0910
2na1 g
2.5365
2.9910
3 .M5 6

1.2000
2,2900
2.7900
3.2900
3 .7 9 %

1"

CusmmevCharge 64.10 58x68 5326 47.84 42.43 27.00 38.85 34.71 38.57 s 42.43

First
Ne il or First
Next .
New\
Over

1 .8132
3.4602
4.2157
4.9712
5.7267

1 .6599
3.1676
3.8593
4.5509
512425

1 .5066
2.8751
3.5028
4 ,1306
4.7583

1 .3533
2.5825
3.1454
3,7103
4.2742

1.2000
2.2990
2.7900
3.2900
3.7990

o,7sa B
1 .4s7s
1.7758
2.0941
2.4123

0.B729
I .6557
2.0294
2. 3931
2.7568

0.9819
1.B738
2.2829
2.6920
3.1012

1.0910
2.081 s
2.5365
2.8910
14455

1.21100
2.2900
2.7909
3.2900
3.7900

10.000
25,000
2s,ooc
ea,ono

1 1/2"
Cus\omev Charge .12a.21 117.37 \06.53 95.89 84.55 54.01 61.72 69.43 77.14 s B485

Firs!
Next of First
Next
Next
Over

100,000
w0,000
100,u00
aoo,no0

1 .8132
3_4G02
4.2157
4.9712
5.7257

1 .6599
3.157 s
3.8583
4.5509
5.2425

M5065
2.8751
3.5028
4.1306
4.7583

1 .3533
2.5825
3.1464
3.71 Ia
42742

1 .2009
2 .sou
2.7909
3.2900
3.7900

0.7638
1 .4575
1 .7758
2.094 I
2.4128

0.8729
1.5657
2,0294
2_3981
2.7588

0.9819
I.873B
2.2829
2.6920
3.1012

1.0910
2.8819
2.5355
2.9910
3.4456

1 .2ooo
2.2900
2J900
3.2900
3.7900

2"

Customer Charge 205.13 187.79 wo.4s 153.10 135.76 as.41 9a.1s 111.09 123.42 s 135,76

W s l
Next or Flossi
Next
Next
Over

100,000
1oo.ooo
100,000
aoo,000

1.8132
3.4602
4.2157
4.9712
5.7287

1 .ess9
3J676
3.8593
4.5s09
5.2425

1,5066
2.8751
3.5028
4.\306
4.7583

Lassa
25825
8.1454
8.7103
4,2742

i .2000
22900
2.7900
3.2900
3.7900

0.7638
1.4576
1 .7758
2.094 \
2.4123

08729
1.6557
2.0294
2.39341
2.7568

0.9819
1,8738
2.2829
2.6920
a. 1012

1 _gg10
2.0819
2.5355
2.e910
3.4458

1.2000
2.2900
2.7900
3.2990
3.7800

a "

Customer Charge 384.63 352.1 I 31959 287.07 254.55 162.02 . 185.15 208.29 231.42 s 254.55

Fits!
Next al F\v$\
N€xl
Next
Over

we,ooo
100,000
100.000
300,000

1 .8132
3.4602
4.2157
4.97\2
5. 7267

.1.6s9s
3.1675
3.8593
45509
5.2425

1 .5066
28751
35928
4.1306
4.7583

13588
2.5825
3.14 ET
3.7103
4 .2742

1 .2000
2.2900
2,7900
3.2990
3.7900

0.7638
I .4575
1 .7758
2,os41
2.4123

0.8729
1 .5657
2.0294
2.393\

Q 2.7568

0.9819
1.8738
2.2829
2.6920
3.10\2

1.0910
2.0e19
2.5365
2.9910
1 4 4 5 6

1.2000
2.2900
2.7900
3.2900
a.7soo

4..

Cuslcmer (Marge SO I .04 586.84 532.65 478.45 424.25 270.04 308.59 347.14 385.70 s 424,25

Hfsl
Next or Firsl
Next
Next
Oval

200.000
100.000
I00.000
400,000

1.8132
3.4602
4.2157
4,9712
5,7257

1 .6599
3.1 S75
3.8593
4.5509
5. 2425

45065
2.8751
a.5028
4.1306
4.7583

1:4533
25525
3.\ 464
3.7103
42742

1.2000
2.2990
2 .7800
3.2900
3.7900

o,7csa
1.4576
1 .7758
2.0941
2.41 pa

D.8729
1,8657
2,0294
2.3931
2.7568

0.9819
1.8735
22829
2.5920
3. 1 D12

1 .0910
2.081 g
2.5355
2.9910
3A456

1.2000
2.2900
2.7900
3.2900
3.7900

G"

Cusxumer Charge 1,282.08 1,\73.69 1,065.29 956.90 848.50 9 0 .0 7 617.15 594.29 771.39 s 848.50

First
Next or Five
New I
Next
Over

200,000
100,000
» o0,uoc
400,ooo

1,8192
34502
4.2157
4.9712
5.7267

1 .6599
3.1676
3.8593
4.5569
5.2425

1.5065
2,8751
3.5028
4 . 1 ws
4.7583

1 .3533
2.5825
3.1454
3.7103
42742

$2000
2 .2900
2.7900
3.2900
3.7909

0,7638
1 .4576
1 .7758
2.0941
2.4123

08729
1.6657
2.0294
2.3931
2.7568

0.9819
1.8738
2.2829
2.6920
11012

1.0s10
29819
2.5365
2.991 o
3.4456

\2 9 0 0
2.2900
2.7900
3.2900
3.7900

11
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1

Rebuttal Exhibit
CEH-1

Stepped Water Rates

ARIZONA AMERICAN WATEF!COMPANY
SUMMARY OF CONSOLIDATION RATES
v s n s lo n 4
STEP 1, STEP 2, STEP 3, STEPS AND STEP s

Percentage al' Consolidated Hates

Commercial, OPA, Tad Hates and Blocks

Slap 1
127%

Step. 2
120%

Havasu
Step 3
113%

Siep 4
107%

Step s '
100%

Step 1
92%

Steps
94%

Paradise
Valley .
Step a
96%

Step 4
98%

Step5
109%

4
s/8" - a.'4"
Customer Charge 2x.50 2037 19.24 1a.1o 16.97 15.68 18.00 16,32 16.65 15.97

First
MM or Farsi
Next
Next
Ova:

1o ,wo
25,000
25,000
60.000

1.5204
2.9014
3.5849
4.1684
4.8019

1.4403
2.7486
3.3487
3.9488
4,5489

1 .3602
2.5957
3 .1825
3.7292
4.2950

1 .2801
2.4429
2.9762
3.5 D96
4.0430

1.2900
2.2900
zvsoo
32900
3.7990

1 .1 os
21153
2.5771
3.0390
a.5ooa

1,1313
2.1590
2.6303
31017
3,5781

1 .1s42
222026
2,6836
2.1645
ss4s4

1.1771
2.2463
2.7368
3.2272
3.7177

1 .2000
22800
2.7900
8.2500
3.7900

1 "

Cuslbmer Charge 53.75 50.92 48,o9 45.26 42,43 39.19 4o.oo was 41.62 42.43

FIISX
Mex! Ur Fust
Next
Next
Over

19,000
25,ooo
25,ooo
s0.000

1.5204
2.9014
3.5349
4.1584
4.8019

1.4403
2.7486
3.3487
3.9488
4,5489

1.3602
2.59s7
a.1625
3.7292
4.2950

12801
2.4429
2.9762
35096
4.0430

1 zoom
2.2900
2.7900
a.2soo
a .7900

1,1084
2.11 so
2-5771
3.0390
3.5008

1,1313
2.1590
2.8303
3.1017
3.5731

1.1542
2.2096
zs s a e
3.1645
8.5454

1.1771
2.2463
2.7368
32272
3.7177

1 .2000
2.2900
2.7900
3.2900
3.7900

=

1  v e "
Customer Charge 107.50 m1.a4 96.18 90.51 B4.85 78.38 79.99 81.6¥ 83.23 84.85

Filsl
Nsxi or Fast
Next
Next
Over

100.000
100,000
100,000
aon,o0o

1.5204
2.9014
a.5a49
4.1584
4.8019

1,4Ao:s
2.7486
3.3487
3.9488
4.5489

1.3602
2.5957
3.1525
3.7292
4.2960

I 2801
2.4429
229762
3.5098
4.0430

mzooo
22900
2.7900
a .zoo
3 .7909

1 .10s4
21153
2.5771
3.0890
3,5008

1113\3
2.1590
2.6303
a.1m7
3.5731

\ .1542
2.2026
a6836
3.1645
8.5454

1.1771
2.2453
2.7368
a.zz72
3.7177

1 .2000
2.2900
2.7900
3.2900
3.7900

2»

Cuslcmer Gharge 172.01 162.95 15a.aa 144.82 135.76 125.40 127.99 130.58 133.17 135.78

First
Next or Flrsl
Nexl
New `
Over

1oo.uoo
100,000
190,000
300.000

1,5204
2.9014
3,5349
4.1684
48019

1.4403
2.7485
3.34B7
3s188
4.5489

\ .3602
25957./
3.1 B25
3 .7292
4.2960

1 .2801
2.4429
2.9752
3.5095
4 .0430

1 .2000
2.2900
27900
32900
3.7900

1.10B4
2.1153
2.5771
3.0390
35008

1.1313
2,1590
2.5303
3.1017
3.5731

1.8542
2.2025
2.5838
3.1645
3.6454

1 .1771
2.2463
2.7368
3.2272
3.7177

I2o0o
22900
27900
3.2900
3.7900

a "

Cusiorner Charge 322.51 305.52 288.53 271 .54 254.55 235.¥3 239.98 244 .54 249.69 25455

Flrsl
Next or Firm!
Next
Next
Over

100,000
1on.aoo
100,000
300,000

1.5204
2.9014
3.5349
4.1684
4.B0\9

M4403
2.7485
8.3487
3.9488
4.5489

1.3502
2,5957
3.1625
3.7292
4.2960

1.2891
2.4429
2.9752
3.5096
4.0430

1 .2000
2.2900
2,7900
332800
3.7900

1.1084
2.115a
2.5771
8,0390
35008

1.1313
2.1589
25303
3.\017
3.5781

1.1542
2.2026
z6 8 3 s
3.1645
3.6454

1.1771
2 .2483
2 .7368
32272
3.71 TO

1 2 0 ®
2.2800
2.7900
3,2900
3.7900

*..

Cuslsmer Charge 537.52 509.21 480.89 452.57 42425 391.88 399.97 40B.06 416,15 424.25

Feral
Next or First
Nexl
NEW]
Over

205.000
100,000
100,000
400,000

¢.5204
2 .s m4
3.5349
4.1884
4 . m\ s

1.4483
2.7486
313487
3.9488
4,5489

1 .36D2
2.5957
3.1625
a.72s2
4.2960

1.2801
2.4429
2.9762
3 ,sure
4.0430

1 .2000
2.2900
2.7900
3.2900
3.7900

1.10B4
2.1153
2.5771
3.0390
3.5008

1.1313
2.1590
2.5303
3.1017
3,5731

1,1542
2.2026
2.6836
3.1645
3.6454

1 - m 1
2.2463
2.7368
3.2272
a.1w7

1 .zoom
2.2900
2.7900
3.2900
3.7900

6 "

Customer Charge 1,075.05 1,018.41 961.77 905.14 84850 753.78 799,94 815,13 832,31 a4s,so

Firsl
New! or First
Next
Next
Ova:

200,000
100,000
100,000
409.000

1.5204
2.9014
3.5349
4.1684
4.8019

1 .4403
2.7486
3.3487
3.94aa
4.5489

13602
2.5957
3.1625
3.7292
4.2969

1 .2801
2.4429
2.9762
3.5096
4.0430

1.2000
2.2900
2.7900
32900
s.7ao0

9 .1084
2.1153
2.5771
3.0390
3.5008

1.1313
2.1590
2.6303
a w
3.5731

1 _I542 v
2,2026
2.5886
3.1645
3,6454

1.1771
22463
2.7368
5.2272
3.7177

1.2000
22900
2.79D0
3.29110
8.7500
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EXHIBIT

-Jeffrey W
Stuck/AZAWCIAWWSC

10/08/2009 11:45 AM

To phi Ldyer(

CC

acc Troy.Day.

Subject Anthem fire hydrant maintenance

Phil, Jessica Marlow of the Anthem Community Council Utility Committee recently contacted Paul
Towsley with Arizona American Water regarding fire hydrant maintenance activities in the Anthem
service area. i responded to this message and included a copy to you.

Would you be available to meet and discuss an agreement between Arizona American Water and Daisy
Mountain Fire regarding fire hydrant maintenance. I can show you the work we have performed this year
as well as review the procedure we use to inspect, maintain, and repair fire hydrants in Anthem on an
ongoing basis. l'd be interested to get your input on our program and perhaps make adjustments you may
feel would improve it. l'd also be interested to find out if Daisy Mountain Fire would like to flow test
hydrants in the Anthem service area in a cooperative fashion. Please let me know if you'd be interested in
meeting to discuss these items. .

Jeff

Jeffrey Stuck
Director of Operations Eastern Division
Arizona American Water
15626 Dei Webb Blvd.
Sun City, AZ 85351
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-Jeffrey W
StuddAZAWC/AWWSC

g1 10/21/2009 10:11 AM

To phiLdyer@

CC

acc Troy.Day@

Subject Anthem fie hydrant maintenance

Phil, I sent aN email on October Sth inquiring if it would be possible to meet and discuss the hydrant
maintenance program Arizona American Water implements in the Anthem service area and to also
explore the possibility to cooperatively flow test the hydrants in the service area. I can be reached at the
numbers listed below or by email if you would be interested in this effort. If your not the correct person
within Daisy Mountain Fire to coordinate with could you provide me with the name and contact of who I
should reach out to? Thanks and look forward to hearing from you.

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351
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.J affray W
StuckIA21 WCIAWWSC

10/28/2009 01 :51 PM

To phiI.dyer@

CC

acc

Subject Anthem Hydrant testing

the distribution system. I could go over our hydrant maintenance practice and see if you have any

Phil, nice to speak with you on Monday. I was hoping to set up a meeting to where we could bring a map
of our hydrant locations as well has flow and pressure data for the hydrants from our hydraulic model of

suggestions for improvements and we could identify actual flow tests that can be performed.

Could you let me know when you might be available to meet in the next few weeks and l'll work to
schedule it. If you'd prefer to discuss over the phone my contact information is listed below.

Thanks, we look forward to working with your organization on this important program,

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15625 Del Webb Blvd.
Sun City, AZ 85351



phil.dyer@

era

10/30/2009 08:57 AM

EAT

Subject

acc

To

CC

-Jeffrey.Stuc:k

RE: Anthem Hydrant testing
...._

:I 4

Lets try the 3rd or the 4th. If your in the Sun City office we can meet in the middle,you call it,
Thanks. .

Phil

Jeff

---Original Message---
From: Jeffrey.Stuck@:
Sent: Wednesday, October 28, 2009 1:51 pm
To: phil.dyer@r
Subject: Anthem Hydrant testing

Phil, nice to speak with you on Monday. I was hoping to set up a meeting
to where we could bring a map of our hydrant locations as well has flow and
pressure data for the hydrants from our hydraulic model of the distribution
system. l could go over our hydrant maintenance practice and see if you
have any suggestions for improvements and we could identify actual flow
tests that can be performed.

Could you let me know when you might be avaliable to meet in the next few
weeks and l'li work to schedule it. If you'd prefer to discuss over the
phone my contact information is listed below.

Thanks, we look forward to working with your organization on this important
Program.

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351

s

ry



m

i

-Jeffrey W .
StucklAZAWClAWWSC

11/19/2009 11:58 AM

To Fire.marshal@
phiLdyer@- !
Michae!.Helton6
Candace.Coleman(
Troy.Day@

Anthem Fire Hydrant meeting

CC

acc

Subject

Phil, thanks again for taking the opportunity to meet with us and discuss our tire hydrant maintenance
program and how we might partner with Daisy Mountain Fire in the future. Below is my summary of the
discussion and points of agreement we were able to reach.

Arizona American Water (AAVV) inspects and maintains at least 50% of the 1026 fire hydrants in the
Anthem service area annually. There is an opportunity to have your crews visit and flow test the 50% not
scheduled forAy inspection in a given year. This would ensure that all hydrants are inspected on an
annual basis. To do this AAW will provide Daisy Mountain with tags for the hydrants that Daisy Mountain
finds to be in need to maintenance during the course of flowing them. To accomplish this we will meet
with you and your staff at the beginning of each calendar year and outline the hydrants AAW staff will be
inspecting and maintaining. This in turn will identify the hydrants that Daisy Mountain Fire will be flowing
and, where necessary, tagging for repair. This will ensure there is no duplication of effort and that
everyone is able to manage the workload as appropriate.

At our annual meeting AAW will also provide information from our hydraulic model of the Anthem
distribution. system. This model allows us to generate the flow and pressure data associated with each
fire hydrant in the Anthem distribution system. At this meeting AAW will also work with Daisy Mountain
Fire to identify any hydrants that require full flow testing as the basis for updating and calibrating the
hydraulic model. The model doesn't require calibration every year so full flow testing of fire hydrants will
be reserved for model calibration or any other unique circumstance. This will ensure that water wasting is
kept to a minimum wherever possible.

AAW will provide a draft template for gathering fire hydrant data to Daisy Mountain Fire for review and
comment. After agreement, this form will be used by the Daisy Mountain Fire staff as they perform
hydrant flow testing throughout each calendar year. This form will be transmitted to AAW where the data
will be entered into the AAW computerized maintenance management system (CMMS) which is the
database used to track maintenance and equipment condition.

AAW is working to obtain model agreements with Fire Departments at other American Water systems.
We can then use that to model a written agreement for the above activities, as well as any additional,
between AAW and Daisy Mountain Fire.

Daisy Mountain Fire will also provide any feedback or suggested changes to the AAW Dry Barrel Hydrant
Maintenance Practice.

I think this covers our major discussion points. Again, thanks for the meeting Phil, it was very productive
and was a great opportunity to meet; Please let me know if you think I've misstated or omitted anything
from our discussion.

We look forward to finalizing an agreement/MOU for this partnership in the very near future.

On a separate hate, I am working with our vendor to secure a few pallets of bottled water that we can
donate to your organization for use in cases of emergency/distress for those folks you are assisting. As
soon as I get details of that l'll be in touch.

Jeff

Jeffrey Stuck
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Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351



phiLdyer@r
0r9

11/23/2009 10:58 AM

To ~Jeffrey.Stu<:k@:

cc

acc

Subject RE: Anthem Fire Hydrant meeting

Jeff,
twill be in a board meeting to night covering our meeting, ideas, and a potential agreement/ MOU with

AAW 8= DMFD. I will fonivard any information, questions, comments, ideas, form the board to you
tomorrow morning,11/24/09.

Daisy Mountain Fire and Arizona American Water working together will have a positive impact in the
community we serve.

Phillip Dyer
Captain, Paramedic
Fire Prevention
Daisy Mountain Fire

----~Griginal M€SS3Q8---°
From: Jeffrey.Stuck@
Sent: Thursday, November 19, 2009 11:58am
To: Fire.marshal@' . phiLdyer@c
Cc: MichaeLHelton@:
Subject Anthem Fire Hydrant meeting

Candace.Coleman@;

Phil, thanks again for taking the opportunity to meet with us and discuss
our fire hydrant maintenance program and how we might partner with Daisy
Mountain Fire in the future. Below is my summary of the discussion am
points of agreement we were able to reach.

Arizona American Water (AAW) inspects and maintains at least 50% of the
1026 fire hydrants in the Anthem service area annually. There is an
opportunity to have your crews visit and flow test the 50% not scheduled
for AAW inspection in a given year. This would ensure that all hydrants
are inspected on an annual basis. To do this AAW will provide Daisy
Mountain with tags for the hydrants that Daisy Mountain finds to be in need
to maintenance during the course of flowing them. To accomplish this we
will meet with you and your staff at the beginning of each calendar year
and outline the hydrants AAW staff will be inspecting and maintaining.
This in turn will identify the hydrants that Daisy Mountain Fire will be
flowing and, where necessary, tagging for repair. This will ensure there
is no duplication of effort and that everyone is able to manage the
workload as appropriate,

At our annual meeting AAW will also provide information from our hydraulic
model of the Anthem distribution system. This model allows us to generate
the flow and pressure data associated with each fire hydrant in the Anthem
distribution system. At this meeting AAW will also work with Daisy
Mountain Fire to identify any hydrants that require full flow testing as
the basis for updating and calibrating the hydraulic model. The model
doesn't require calibration every year so full flow testing of fire
hydrants will be reserved for model calibration or any other unique

1
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circumstance. This will ensure that water wasting is kept to a minimum
wherever possible.

AAW will provide a draft template for gathering fie hydrant data to Daisy
Mountain Fire for review and comment. After agreement, this form will be
used by the Daisy Mountain Fire staff as they perform hydrant flow testing
throughout each calendar year. This form will be transmitted to AAW where
the data will be entered into the AAW computerized maintenance management
system (CMMS) which is the database used to track maintenance and equipment
condition.

AAW is working to obtain model agreements with Fire Departments at other
American Water systems. We can then use that to model a written agreement
for the above activities, as well as any additional, between AAW and Daisy
Mountain Fire.

Daisy Mountain Fire will also provide any feedback or suggested changes to
the AAW Dry Barrel Hydrant Maintenance Practice.

I think this covers our major discussion points. Again, thanks for the
meeting Phil, it was very productive and was a great opportunity to meet.
Please let me know if you think l've misstated or omitted anything from our
discussion.

We look forward to finalizing an agreement/MOU for this partnership in the
very near future.

On a separate note, I am working with our vendor to secure a few pallets of
bottled water that we can donate to your organization for use in cases of
emergency/distress for those folks you are assisting. As soon as I get
details of that l'(l be in touch.

Jeff

I

Jeffrey Stuck
Director of Operations Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351



jgf5y

11/25/2009 12125 PM

phil.dyer@< .

es. en plier to

Subject RE: Anthem Fire Hydrant meeting

acc

To -Jeffrey.Stuck@:

"Jessica MarloW' <
MAXWELL" <

CC "DAVID

"m :;i
..

Jeff,
This is a quick update, we had quite a discussion with the board Monday night, details to follow next

week.
Have a great Thanksgiving.
Phil

----Original Message
From: Jeffrey.Stuck@
Sent: Thursday, November 19, 2009 11:58am
To: Fire.marshal@f .. phiI.dyer@f
Cc: Michael.Helton@ 1, Cendace.Colemara@€
Subject Anthem Fire Hydrant meeting

Phil, thanks again for taking the opportunity to meet with us and discuss
our fire hydrant maintenance program and how we might partner with Daisy
Mountain Fire in the future. Below is my summary of the discussion and
points of agreement we were able to reach.

Arizona American Water (AAW) inspects and maintains at least 50% of the
1026 fire hydrants in the Anthem service area annually. There is an
opportunity to have your crews visit and flow test the 50% not scheduled
for AAW inspection in a given year. This would ensure that all hydrants
are inspected on an annual basis. To do this AAW will provide Daisy
Mountain with tags for the hydrants that Daisy Mountain finds to be in need
to maintenance during the course of flowing them. To accomplish this we
will meet with you and your staff at the beginning of each calendar year
and outline the. hydrants AAW staff will be inspecting and maintaining.
This in him will identify the hydrants that Daisy Mountain Fire will be
flowing and, where necessary, tagging for repair. This will ensure there
is no duplication of effort and that everyone is able to manage the
workload as appropriate.

At our annual meeting AAW will also provide information from our hydraulic
model of the Anthem distribution system. This model allows us to generate
the flow and pressure data associated with each fire hydrant in the Anthem
distribution system. At this meeting AAW will also work with Daisy
Mountain Fire to identify any hydrants that require full flow testing as
the basis for updating and calibrating the hydraulic model. The model
doesn't require calibration every year so full flow testing of fire
hydrants wife be reserved for model calibration or any other unique
circumstance. This will ensure that water wasting is kept to a minimum
wherever possible.

AAW will provide a draft template for gathering fire hydrant data to Daisy .
Mountain Fire for review and comment. After agreement, this form will be

H TI' d



~Jeffrey W
Stuc l dA Z A WC/ A WWS C

11/30/2009 04:05 PM

T o  p h i L d y e r @

cc

acc

Subjec t  RE:  Anthem Fi re Hydrant  meet ing8

Thanks Phil, just got back in town after a week off. Look forward to hearing The outcome of your
discussion with the board.

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351

ph i Ldy er@ f

phiLdyer@daisymountainf i re.
o rg

11/25/2009 12:25 PM

To Jeffrey.Stuck@

CC "Jessica Marlow"
MAXWELL" .

Subject RE: Anthem Fire Hydrant meeting

I "DAVI D

Jeff,
This is a quick update, we had quite a discussion with the board Monday night, details to follow next

week.
Have a great Thanksgiving.
Phil

---Original Message-~
From: Jeffrey.Stuck@
Sent: Thursday, November 19- 2009 11:58am
To: Fire.marshaI@ - ` ' phil.dyer@l
Cc: MichaeLHelton@z -8~aedace.Coleman@
Subject: Anthem Fire Hydrant meeting

¢

Phil, thanks again for taking the opportunity to meet with us and discuss
our fire hydrant maintenance program and how we might partner with Daisy
Mountain Fire in the future. Below is my summary of the discussion and
points of agreement we were able to reach.

Arizona American Water (AAW) inspects and maintains at least 50% of the
1026 tire hydrants in the Anthem service area annually..There is an
opportunity to have your crews visit and flow test the 50% not scheduled
forAy inspection in a given year. This would ensure that all hydrants
are inspected on an annual basis. To do this AAW will provide Daisy
Mountain with tags for the hydrants that Daisy Mountain finds to be in need

A
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to maintenance during the course of sowing them. To accomplish this we
will meet with you and your staff at the beginning of each calendar year .
and outline the hydrants AAW staff will be inspecting and maintaining.
This in tum will identify the hydrants that Daisy Mountain Fire will be
flowing and, where necessary, tagging for repair. This will ensure there
is no duplication of effort and that everyone is able to manage the
workload as appropriate.

At our annual meeting AAW will also provide information from our hydraulic
model of the Anthem distribution system. This model allows us to generate
the flow and pressure data associated with each fire hydrant in the Anthem
distribution system. At this meeting AAW will also work with Daisy
Mountain Fire to identify any hydrants that require full flow testing as
the basis for updating and calibrating the hydraulic model. The model
doesn't require calibration every year so full sow testing of fire
hydrants will be reserved for model calibration or any other unique
circumstance. This will ensure that water wasting is kept to a minimum
wherever possible.

AAW will provide a draft template for gathering fire hydrant data to Daisy
Mountain Fire for review and comment. After agreement, this form will be
used by the Daisy Mountain Fire staff as they perform hydrant flow testing
throughout each calendar year. This form will be transmitted to AAW where
the data will be entered into the AAW computerized maintenance management
system (CMMS) which is the database used to track maintenance and equipment
condition.

AAW is working to obtain model agreements with Fire Departments at other
American Water systems. We can then use that to model a written agreement
for the above activities, as well as any additional, between AAW and Daisy
Mountain Fire. .

Daisy Mountain Fire will also provide any feedback or suggested changes to
the AAW Dry Barrel Hydrant Maintenance Practice.

I think this covers our major discussion points. Again, thanks for the
meeting Phil, it was very productive and was a great opportunity to meet.
Please let me know if you think l've misstated or omitted anything from our
discussion.

We look forward to finalizing an agreement/MOU for this partnership in the
very near future.

On a separate note, I am working with our vendor to secure a few pallets of
bottled water that we can donate to your organization for use in cases of
emergency/distress for those folks you are assisting. As soon as I get
details of that l'll be in touch.

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd8
Sun City, AZ 85351

s



.Jeffrey W
Stuck/MZAWCIAWWSC

12/07/2009 01 :52 PM

To phil.dyer@<

CC

acc

Subject RE: Anthem Fire Hydrant meeting8

Phil, thought I'd check and see if there was any update you could provide.

Also, we are ordering at least on pallet of bottled water to donate to Daisy Mountain Fire. Where should
we have that shipped? Thanks

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351

phiLdyer@r

phil.dyer@
org

11/25/2009 12:25 PM

To Jeffrey.stuck@

cc "Jessica Marlow"
MAXWELL"~ _.

Subject RE: Anthem Fire Hydrant meeting

"DAVID

This is a quick update, we had quite a discussion with the board Monday night, details to follow next
week.

Have a great Thanksgiving.
Phil

Jeff,

--» -Original Message--~
From: Jeffrey.Stuck@E
Sent: Thursday, November 19, 2009 11:58am
To: Fire.marshal@l , phiLdyer@daisymountalnfire.org
Cc: Michael.Helton@ Candace.Coleman@=
Subject Anthem Fire Hydrant meer ng

1

Phil, thanks again for taking the opportunity to meet with us and discuss
our tire hydrant maintenance program and how we might partner with Daisy
Mountain Fire in the future. Below is my summary of the discussion and
points of agreement we were able to reach.

Arizona American Water (AAW) inspects and maintains at least 50% of the
1026 fire hydrants in the Anthem service area annually. There is an
opportunity to have your crews visit and flow test the 50% not scheduled
for AAW inspection in a given year. This would ensure that all hydrants



r
l

, I

are inspected on an annual basis. To do this AAW will provide Daisy
Mountain with tags for the hydrants that Daisy Mountain Ends to be in need
to maintenance during the course of flowing them. To accomplish this we
will meet with you and your staff at the beginning of each calendar year
and outline the hydrants AAW staff will be inspecting and maintaining.
This in tum will identify the hydrants that Daisy Mountain Fire will be
flowing and, where necessary, tagging for repair. This will ensure there
is no duplication of effort and that everyone is able to manage the
workload as appropriate.

At our annual meeting AAW will also provide information from our hydraulic
model of the Anthem distribution system. This model allows us to generate
the flow and pressure data associated with each fire hydrant in the Anthem
distribution system. At this meeting AAW will also work with Daisy
Mountain Fire to identify any hydrants that require full flow testing as
the basis for updating and calibrating the hydraulic model. The model
doesn't require calibration every year so full flow testing office
hydrants will be reserved for model calibration or any other unique
circumstance. This will ensure that water wasting is kept to a minimum
wherever possible.

AAW will provide a draft template for gathering fire hydrant data to Daisy
Mountain Fire for review and comment. After agreement, this form will be
used by the Daisy Mountain Fire staff as they perform hydrant flow testing
throughout each calendar year. This form will be transmitted to AAW where
the data will be entered into the AAW computerized maintenance management
system (CMMS) which is the database used to track maintenance and equipment
condition.

r

I

AAW is working to obtain model agreements with Fire Departments at other
American Water systems. We can then use that to model a written agreement
for the above activities, as well as any additional, between AAW and Daisy
Mountain Fire.

Daisy Mountain Fire will also provide any feedback or suggested changes to
the AAW Dry Barrel Hydrant Maintenance Practice.

I think this covers our major discussion points. Again, thanks for the
meeting Phil, it wale very productive and was a great opportunity to meet.
Please let me know if you think l've misstated or omitted anything from our
discussion.

We look forward to Hnalfzing an agreement/MOU for this partnership in the
very near future.

on a separate note, 1 am working with our vendor to secure a few pallets of
bottled water that we can donate to your organization for use in cases of
emergency/distress for those folks you are assisting. As soon as I get
details of that VII be in touch.

l

Jeff
r

Jeffrey Stuck
Director of Operations - Easter Division
Arizona American Water
15626 Del Webb Bnd.



-Jeffrey W
Stu dc/AZ1°\WC/AWWSC

01/07/2010 01:31 PM

To phiLdyer@

CC

acc:

Subject RE: Anthem Fire Hydrant meeting8

Phil, I have a pallet of bottled water we'd like to donate for your use during emergencies. Who should I
contact in your organization to make arrangements to get it to your storage yard? Thanks

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15526 Del Webb Blvd.
Sun City, AZ 85351

phil.dyer@

phil.dyer@c
org

- n

11/25/2009 12:25 PM

To Jeffrey.Stuck@z

cc "Jessica Marlow" <
MAXWELL" <dave.maxwellQ

Subject RE: Anthem Fire Hydrant meeting

r "DAVI D

Jeff,
This is a quick update, we had quite a discussion with the board Monday night, details to follow next

week.
Have a great Thanksgiving.
Phil

---Original Message-----
From: Jeffrey.Stuck@:
Sent Thursday, November 19, 2009 11:58am.
To: Fire.marshal@I phil.dyer@ ' .
Cc: Nlichael.Helton@s Canaace.Coleman@
Subject: Anthem Fire Hydrant meeting

Phil, thanks again for taking the opportunity to meet with us and discuss
our fire hydrant maintenance program and how we might partner with Daisy
Mountain Fire in the future. Below is my summary of the discussion and
points of agreement we were able to reach.

Arizona American Water (AAW) inspects and maintains at least 50% of the
1026 fire hydrants in the Anthem service area annually. There is an
opportunity to have your crews visit and flow test the 50% not scheduled
for AAW inspection in a given year. This would ensure that all hydrants
are inspected on an annual basis. To do this AAW will provide Daisy
Mountain with tags for the hydrants that Daisy Mountain ends to be in need



to maintenance during the course of flowing them. To accomplish this we
will meet with you and your staff at the beginning of each calendar year
and outline the hydrants AAW staff will be inspecting and maintaining.
This in turn will identify the hydrants that Daisy Mountain Fire will be
flowing and, where necessary, tagging for repair. This will ensure there
is no duplication of effort and that everyone is able to manage the
workload as appropriate.

l

I

At our annual meeting AAW will also provide information from our hydraulic
model of the Anthem distribution system. This model allows us to generate
the flow and pressure data associated with each fire hydrant in the Anthem
distribution system. At this meeting AAW will also work with Daisy
Mountain Fire to identify any hydrants that require full flow testing as
the basis for updating and calibrating the hydraulic model. The model
doesn't require calibration every year so full flow testing of fire
hydrants will be resewed for model calibration or any other unique
circumstance. This will ensure that water wasting is kept to a minimum
wherever possible.

AAW will provide a draft template for gathering fire hydrant data to Daisy
Mountain Fire for review and comment. After agreement, this form will be
used by the Daisy Mountain Fire staff as they perform hydrant flow testing
throughout each calendar year. This form will be transmitted to AAW where
the data will be entered into the AAW computerized maintenance management
system (CMMS) which is the database used to track maintenance and equipment
condition.

AAW is working to obtain model agreements with Fire Departments at other
American Water systems. We can then use that to model a written agreement
for the above activities, as well as any additional, between AAW and Daisy
Mountain Fire.

Daisy Mountain Fire will also provide any feedback or suggested changes to
the AAW Dry Barrel Hydrant Maintenance Practice.

I think this covers our major discussion points. Again, thanks for the
meeting Phil, it was very productive and was a great opportunity to meet
Please let me know if you think l've misstated or omitted anything from our
discussion.

We look forward to finalizing an agreement/MOU for this partnership in the
very near future.

On a separate note, I am working with our vendor to secure a few pallets of
bottled water that we can donate to your organization for use in cases of
emergency/distress for those folks you are assisting. As soon as I get
details of that l'II be in touch.

Jeff

\

Jeffrey Stuck
Director of Operations - Easter Division
Arizona American Water
15626 Del Webb Blvd,
Sun Ciiv. AZ 85351
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phil.dyer@
org

02/08/2010 11:44 AM

Subject

acc

To -Jeffrey.Stuck@;
danny.johnson@(`
dave.maxwell@:

RE: Anthem Fire Hydrant meeting

Jeff,
Sorry its taken so long to get back to you. We (DMFD) are working on a MOU we can use to start our
hydrant program, seems ail of our board members have questions and concerns. As for the pallet of water
please contact Logistics Chief Danny Johnson at
Thanks.
Phil Dyer

---Original Message--~
From: Jeffrey.St1Jck@2
Sent: Thursday, January 7, 2010 1:31 pm
To: phiI.dyer@c .  -
Subject: RE: Anthem Fire Hycxram meeting

Phil, I have a pallet of bottled water we'd like to donate for your use
during emergencies. Who should l contact in your organization to make
arrangements to get it to your storage yard? Thanks

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351

phil.dyer@<l .  _

To
11/25/2009 12:25 Jeffrey.Stuck@€
PM cc
"Jessica Marlow"

u "DAvy D

MAXWELL"
<dave.maxwell@¢
>
Subject
RE: Anthem Fire Hydrant meeting

1

m

cc

3
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Jeff,
This is a quick update, we had quite a discussion with the board Monday
night, details to follow next week.
Have a great Thanksgiving.
Phil

---Original Message-~»
From: Jeffrey.Stuck@
Sent Thursday, November 19, 2009 11:58am
To: Fire.mershal@
Cc: MichaeI.Helton@:
Subject: Anthem FireHydrant meeting

pI~§Ldyer@l
Candace.Coleman@e

'81

Phil, thanks again for taking the Opportunity to meet with us and discuss
our fire hydrant maintenance program and how we might partner with Daisy
Mountain Fire in the future. Below is my summary of the discussion and
points of agreement we were able to reach.

Arizona American Water (AAW) inspects and maintains at least 50% of the
1026 fire hydrants in the Anthem service area annually. There is an
opportunity to have your crews visit and flow test the 50% not scheduled
for AAW inspection in a given year. This would ensure that all hydrants
are inspected on an annual basis. To do this AAW will provide Daisy
Mountain with tags for the hydrants that Daisy Mountain finds to be in need
to maintenance during the course of flowing them. To accomplish this we
will meet with you and your staff at the beginning of each calendar year
and outline the hydrants AAW staff will be inspecting and maintaining.

* This in turn will identify the hydrants that Daisy Mountain Fire will be
flowing and, where necessary, tagging for repair. This will ensure there
is no duplication of effort and that everyone is able to manage the
workload as appropriate.

At our annual meeting AAW will also provide information from our hydraulic
model of the Anthem distribution system. This model allows us to generate
the flow and pressure data associated with each fire hydrant in the Anthem
distribution system. At this meeting AAW will also work with Daisy
Mountain Fire to identify any hydrants that require full flow testing as
the basis.for updating and calibrating the hydraulic model. The model
doesn't require calibration every year so full flow testing of fire
hydrants will be reserved for model calibration or any other unique
circumstance. This will ensure that water wasting iS kept to a minimum
wherever possible.

AAW will provide a draft template for gathering fire hydrant data to Daisy
Mountain Fire for review and comment After agreement, this form will be
used by the Daisy Mountain Fire staff as they perform hydrant flow testing
throughout each calendar year. This form will be transmitted to AAW where
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the data will be entered into the AAW computerized maintenance management
system (CMMS) which is the database used to track maintenance and equipment
condition.

AAW is working to obtain model agreements with Fire Departments at other
American Water systems. We can then use that to model a written agreement
for the above activities, as well as any additional, between AAW and Daisy
Mountain Fire.

Daisy Mountain Fire will also provide any feedback or suggested changes to
the AAW Dry Barrel Hydrant Maintenance Practice.

I think this covers our major discussion points. Again, thanks for the
meeting Phil, it was neo/ productive and was a great opportunity to meet.
Please let me know if you think I've misstated or omitted anything from our
discussion.

We look forward to finalizing an agreement/MOU for this partnership in the
very near future. `

On a separate note, I am working with our vendor to secure a few pallets of
bottled water that we can donate to your organization for use in cases of
emergency/diStress for those folks you are assisting. As soon as I get
details of that l'lI be in touch, ¢

Jeff

Jeffrey Stuck
Director of Operations - Eastern Division
Arizona American Water
15626 Del Webb Blvd.
Sun City, AZ 85351
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i Arizona-American Water Company
Pre-Filed Testimony of James M. Jenldns
Docket NOS. W-01303A-09-0343, SW-01303A009-0343
Page 1 of 6

1

2 Q- PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3 James M.. Jenldns, 727 Craig Road, Crave Coeur, Missouri 63141 .

4 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

5

6

7

I hold the position of View President, Finance for American Water's Wester Division.

The subsidiaries within the Western Division include utilities in Illinois, Iowa, Missouri,

Texas, Arizona, New Mexico, Hawaii, and California.

Q- WHAT ARE YOUR RESPONSIBILITIES AS VICE PRESIDENT, FINANCE?8

9

10

A. In this position, I am responsible for leading the finance, accounting, budgeting and rate

administration functions within the Western Division.

11

12

13

Q- PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

14

15

I graduated from the University of Illinois, at Urbana/Champaign in 1983 with a Bachelor

of Science Degree in Accounting, and in 1992 received a M.B.A. Degree, with highest

honors, from the University of Illinois, at Springfield. I am a Certified Public Accountant

(CPA).

Q- PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

18

I have more than twenty-five years of utility experience. I joined American Water

Works Company ("American Water") in June1999.

19

20

21

22

23

24

16

17 A.

A.

A.

A.

My utility experience began in 1984 when joined the Illinois Commerce Commission

(ICC) as an accountant. While at the ICC, which is responsible for the rate regulation of

state public utilities, I worked on a wide range of regulatory issues in the electric, gas,

telephone, and water industries. During my eight year career at the ICC, I held positions

of increasing responsibility, including the position of Director of Accounting before

joining St. Louis County Water Company in 1993.
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1

2

3

4

5

At St. Louis County Water Company, I started as the Assistant Manager in Corporate

Accounting and was promoted to Manager of Rates in 1994. I was responsible for the

financial areas contained within company rate case filings, and assisted with budget

preparation. In June 1999, Sr. Louis County Water Company was acquired by American

Water Works, at which time I joined American Water.

6

7

8

9

10

11

12

At American Water, I have held several positions of increasing responsibility. I was

elected Vice President and Treasurer for Missouri-American in June 1999. In this

position, directed the state finance activities for Missouri until 2002. In 2002, I joined

the American Water finance team in Voorhees, New Jersey to assist executive

management team with the RWE acquisition. In 2004, I was promoted to Vice

President, Finance and since this time, I have led several state finance teams within the

American system. Today, I lead the finance teams within the Western Division.

13

14

15

16

I am a member of the American Institute of Certified Public Accountants and have

served as Chairperson of the Financial Research Institute of the University of Missouri .

I have also served as the Vice Chairperson of the Rates and Revenue Committee of the

National Association of Water Companies

17 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

18

19

To explain the impact on Arizona-American Water Company (the "Company") of Mr.

Neidlinger's phase-in proposal filed on behalf of the Anthem Community Council.

20 Q, HAVE YOU REVIEWED MR. NEIDLINGER'S PHASE-IN PROPOSAL?

21

22

23

24

A.

A. Yes. Anthem Community Council witness Dan L. Neidlinger proposes to "phase-in" the

Pulte Advance Repayments made during the 2008 test year ($20.2M) and March 2010

($6.7M) to alleviate rate shock. This is the first time these specific payments have been

subject to a rate determination. Mr. Neidlinger recommends removal of Anthem water
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1

2

3

and wastewater investment from Utility Plant in Service and to account for that

investment as Plant Held for Future Use and cease depreciation on that plant. Future

transfers from Plant Held for Future Use to Utility Plant in Service would occur

annually, but without rate relief absent some future action on the part of the Company

and the Commission.5

6

7

8

Mr. Neidlinger's proposal would immediately remove depreciation from the Company's

current cost of service and it does not allow the Company to collect any of the costs

associated with the Pulte Advance Repayments.

9

10

11

Q. CAN YOU DESCRIBE THE ACCOUNTING STANDARDS APPLICABLE TO

MR. NEIDLINGER'S PRUPOSAL?

A.

12

The phase-in proposal, as mentioned by Mr. Neidlinger, would be subject to applicable

accounting guidance including the ASC 980-340 (formerly SFAS 92) pertaining to

Phase-In Plans and ASC 980-360 (formerly SFAS 90) pertaining to Plant Disallowances.13

14

15

16

17

The Company is a rate regulated utility and does not have the option or election to avoid

ASC Topic 980(formerly SFAS 7.1 and other regulated operations guidance). Topic 980

must be applied to general-puxpose external financial statements of an enterprise that has

regulated operations if all of the following criteria are met:

18

19

20

The enterprise's rates for regulated services or products provided to its customers

are established by or are subject to approval by an independent, third-party

regulator or by its own governing board empowered by statute or contract to

establish rates that bind customers.21

22

23

4

The regulated rates are designed to recover the specific enterprise's costs of

providing the regulated services or products.
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1

2

3

5

In view of the demand for the regulated services or products and the level of

competition, direct and indirect, it is reasonable to assume that rates set at levels

that will recover the enterprise's costs can be charged to and collected from

customers. This criterion requires consideration of anticipated changes in levels

of demand or competition during the recovery period for any capitalized costs.

6

7

8

9

10

11

SFAS 71 was amended by SFAS 92, Regulated Enterprises - Accounting for Phase-in

Plans. SFAS 92 deals with the accounting and financial reporting for phase-in plans, so

it is applicable to all rate-regulated utilities subject to SFAS 71. It also clarifies the

accounting rules on the capitalization of an equity return for financial reporting purposes.

A phase-in plan, as defined in SFAS 92, is a method of ratemaking that meets all of the

following criteria:

1 2
I

13

Adopted in connection with a major, newly completed plant of the utility or one

of its suppliers or a major plant scheduled for completion in the future.

14

15

16

Defers the rates intended to recover allowable costs beyond the period in which

those allowable costs would be charged to expense under GAAP applicable to

enterprises in general.

17

18

19

Defers the rates intended to recover allowable costs beyond the period in which

those rates would have been ordered under ratemaking methods routinely used

prior to 1982 by that regulator for similar allowable costs of that utility.

20

21

22

23

4

The phase-in definition includes all cost deferrals, including carrying costs (return of and

on investment) associated with major completed plant for first time inclusion in rate

determination. Phase-in guidance applies to rate leveling proposals, alternative methods

of depreciation such as a sinking fund approach, and rate treatment of capital leases as



Arizona-American Water Company
Pre-Filed Testimony of James M. Jenkins
Docket Nos. W-01303A-09-0343§ SW-01303A-09-0343
Page 5 of 6

1

2

3

4

5

operating leases. Under the accounting provisions of SFAS 92, cost deferrals for

financial reporting purposes under a phase-in plan are not permitted if substantial

physical construction had not been performed before January 1, 1988. This provision

effectively bars the creation of regulatory assets for financial reporting purposes in

connection with a phase-in plan ordered today by a regulator.

7

8

9

10

11

12

13

14

ASC 980-360-35-12 (formerly SFAS 90) provides guidance on cost disallowances.

When it becomes probable that part of the cost of a recently completed plant will be

disallowed for rate-maldng purposes and a reasonable estimate of the amount of the

disallowance can be made, the estimated amount of the probable disallowance shall be

deducted from the reported cost of the plant and recognized as a loss. Section 450-20-55

provides guidance for making a reasonable estimate of the amount of a loss. If part of the

cost is explicitly, but indirectly, disallowed (for example, by an explicit disallowance of

return on investment on a portion of the plant), an equivalent amount of cost shall be

deducted from the reported cost of the plant and recognized as a loss.

15 ,[BEGIN CONFIDENTIAL]

16

17

18

19

20

21

22

6

I
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1

2

3

4

5

6

7

8

9

10

11

12

13

[END CONFIDENTIAL]

Q Does this conclude your surrebuttal testimony?

A Yes, it does.

I
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Statement of Financial Accounting Standards No. 92
Regulated Enterprises--Accounting for Phase-in Plans

an amendment of FASB Statement No. 71

STATUS

Issued: August 1987

Eifec»tiveDate: For fiscalyears beginning tier Deeemnbar 15, 1987,and interimperiods within those
fiscal years

Affects: Amends FAS 71, paragraph 9
Replaces FAS 71, paragraphs 1.3 and 14

Amends FAS 90, paragraph9(b)
DeletesFAS 90, paragraph9(d)

Affected by: No other pronouncements

Issues Discussed by FASB Emerging Issues Task Force (EITF)

Alfects: No EITF Issues

Interpreted by: Paragraphs 3(b) and 3(0) interpreted by EITF Topic No. D-21

Related Issue: EITF Issue No. 92-7

SUMMARY

ThisStatement amends FASB Statement No. 71 , Aecountingfor the Effects ofCertalh Types of Regulation,

to specify the accounting for phase-in plans.
When a utility completes a new plant, conventional rate-making methods establish rates to recover the al-

lowable costs of the plant. Those allowable costs include current operating costs, depreciation, interest on bor-
rowed lands invested 'm the plant, and an allowance for earnings for the utility (an amount intended to repre-

sent a fair letmn on shareholders' investment in the plant).

The cost of electric utilities' plants constructed in recent years has been much greater than the cost of those

completed in earlier years, so that, for some utilities, conventional rate-maldng methods would result in signifi-
cantly increased rates when a newly completed plant goes into service. In such cases, some regulators have
adopted phase-in plans to moderate the initial rate increase. The objective of those plans is to increase rates
more gradually than would be the case under conventional rate making, while providing the utility eventual

recovery of all of its allowable costs and a re-:tum on investment.
This Statement requires allowable costs deferred for future recovery under a phase-in plan related to plants

completed before January 1, 1988 and plants on which substantial physical construction has been performed

before January l, 1988 to be capitalized if each of four criteria is met. Those criteria are (a) the plan has been
agreed to by the regulator, (b) the plan specifies when recovery will occur, (c) all allowable costs deferred un-

derthe plan are scheduled for recovery within 10 years of the date when deferrals begin, and (d) the percentage

increase in rates scheduled for each future year undo the plan is not greater than the percentage increase in

rates scheduled for each immediately preceding year. If any of those criteria is not met, allowable costs de-

ferred undo the plan would not be capitalized. Instead, those costs would be recognized in the same manner as

if there were no phase-in plan.

FAS92 1
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This Statement also reiterates that Statement 71 does not permit an allowance for earnings on shareholders'

investment to be capitalized 'm Gena» al-purpose financial statements what it is capitalized for rate-making pur-

poses other than during construction and, with this Statement, as part of a phase-in plan.

This Statement is effective for fiscal years beginning attten December 15, 1987, and it applies to existing and

iiitme phase-in plans. Application of this Statement to phase-in plans that do not meet the criteria of this Stare-

ment will be delayed if the regulated enterprise has filed a rate application to have those phase-in plans modi-

tid to meet the criteria of this Statement or intends to do so as soon as practicable and it is reasonably possible

that the rate application will be successful. In that case, this Statement will be applied to those phase-in plans

when the regulator amends or refuses to amend those plans.

FAS92-2
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INTRODUCTION STANDARDS ()F FINANCIAL ACCOUNTING
AND REPORTING

Accounting for Phase-in Plans

1. FASB Statement No. 71, Aecounting for the Et.

feats of Certain Types of Regulation, was issued in

December 1982. Shortly aiielr the Statement was is-

sued, major events in the electric utility industry

caused the Board no review the effects of the State-

ment on the accounting for those events. After that

review, the Board decided to amend Statement 71 to

provide more specific guidance 011 the accounting for

some of those events and to change the accounting

for others.

3. The term phase-in plan is used in this Statement

to refer to any method of recognition of allowable

costs] in rates dirt meets al] of the following criteria:

2. FASB StatementNo. 90, Regulated Enterprises-

Accounting1?1r Abandonments and Disallt2wances of

Plant Costs, addresses the accounting for some of

those events. This Statement amends Statement 71 to

specify the accounting for phase-in plans.

a. The method was adopted by the regulator in con-

nection with a major, newly completed plant of

the regulated enterprise or of one of its suppliers

or a major plant scheduled for completion 'm the

near future Gtererinafter referred to as "a plant").
b. The method defers the rates intended to recover

allowable costs beyond the period in which those
allowable costs would be charged to expense un-

der generally accepted accounting principles ap-
plicable to enterprises in general.

"lhelam dlowalnleconsis used tl1l¥>ughou\tl\isStn!emll!tore4ferloadl costs forwhich xefvenueis intended tolxnvide1ecovery.'l11csecnsIs
can be actual oreslimalnd. In that context, allowable coals include inlzlmt ecsls and an allowance for earnings on sham'd1ddas` invcs\menL

FAS92-3
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The method defers the rates intended to recover
allowable costs beyond the period in which those

rates would have been ordered under the mte-
making methods routinely used prior to 1982 by
dirt regulator for similar allowable costs of that

regulated enterprise.

Modifications of and Supplements to Phase-in

Plans

4. If a phase-in plan is ordered by a regulator in con-

nection with a plant on which no substantial physical
construction had been performed before January I,

1988, none of the allowable costs that are deferred
for future recovery by the regulator under the plane

for rate-making purposes shall be capitalized for
general-purpose financial reporting purposes (herein-
after refereed to as "financial reporting").

6. Except as provided in paragraph 18 of this State-

ment, when an existing phase-'m plan is modified or a

new plan is ordered to repartee or supplement an ex-

isting plan, the above criteria shall be applied to the

combination of the original plan and the new plan.
'The date when deferrals begin, used in applying the

criterion in paragraph 5(c), would be the date of the
earliest deferral undo either the new or the old plan,

and the final reeoverydatewouldbethedateof the
last recovery of adj amounts deferred under the plans.

5. If a phase-in plan is ordered by a regulator in con-
nection with a plant completed before January 1,
1988 or a plant on which substantial physical con~

stmction had been performed before January 1, 1988,

the criteria specified below shall be applied to that

plan. If the phase-in plan meets all of those criteria,

all allowable costs that are defelTed for future recov-
ery by the regulator under the plan shall be capital~

ired for financial reporting as a separate asset (a dh»
feared charge). If any one of those criteria is not met,

none of the allowable costs that are deferred for fu-
tuie recovery by the regulator under the plane shall
be capitalized br Hnancia] reporting. The criteria to
detennine whether capitalization is appropriate ale:

Interrelationship ofPha9e-in Plans and
Disallowances

7. A phase-in plan, as defined in paragraph 3, is a
method of rate making intended to moderate a sud-

den increase in rates while providing the regulated
enterprise with recovery of its investment and a re-

tum on that investment during the recovery period. A

disallowance is a rate-making action tllat prevents the
regulated enterprise from recovering either some
amount of its investment or some amount of return

on its investment. Staternem 90 specifies the account-

ing for disallowances of plant costs. If a method of
rate malting that meets the criteria of this Statement
for a phase-in plan includes an indirect disallowance
of plant costs, that disallowance shall be accounted

for in accordance with Statement 90.

Allowance for Earnings on Shareholders'

Investment Capitalized for Rate-making
Purposes

a. The allowable costs in question are deferrer pur-
suant to a forma] plan hat has been agreed to by

the regulator.

b. The plan specifies the timing of recovery of all al-
lowable costs that will be deferred under the plan.

c. All allowable costs deferred under the plan are
scheduled for recovery within 10 years of the
date when deferrals begin.

d, The percentage increase in fates scheduled under
the plan for each future year is no greater than the
percentage increase in rates schedtdcd under the

plan for each immediately preceding year That
is, the scheduled percentage increase in year two

is no greater than the percentage increase granted

in year one, the scheduled percentage increase in

year three is no greater than the scheduled per-

centage increase in year two. and so forth.

8. If specified criteria are met, paragraph 9 of State-

ment 71 requires capitalization of an incurred cost
that would otherwise be charged to expense. An al-
lowance for earnings on shareholders' investments is
not "an incurred cost that would otherwise be

charged to expense." Accordingly, such an allowance
shall not be capitali7/cd pursuant to paragraph 9 of

Statement 71 .

9. In specified circumstances, paragraph 15 of State-

ment 71 requires capitalization of an allowance for

endings on shareholders' investment (a designated

2"Allowable com that ave defaind for future recovery by the regulator Inner the plan" oonsisl of dl allowable costs defered fox rats-making

purposes under the plan beyond the peiicd in which those allowable costs would be charged ro expense under generally aocepued accounting

pinciplcs applicable to aimapuriscs in gnarl.

pRefer to fooumw2.

'The phrase "an allowance far earnings on shnrehnldess' investment." M used in this Smtcmcnl, is intended lo have the same meaning as the

phrase "a designate] met of equity funds," used in panugmph 15 al Statement 71.

c.
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a. The following sentence is added to the end of

the footnote, added by paragraph 9(b) of Stale~
went 90, at the end of the first sentence of para-
graph 9 of Statement 7 I :

cost of equity funds) during construction. Para-

graph 5 of this Statement requires capitalization of an
allowance for earnings on shareholders' investment
for qualifying phase-in plans. If an allowance for

earnings on shareholders' investment is capitalized
for rate~making purposes other than during construc-
tion or as part of a phase-in plan, the amount capital-

ized for rate~making purposes shall not be capitalized
for financial reporting.

Phase~in plans shall be accounted for in ac-
cordance wi th  FASB Statement No. 9 2 ,
R e g u l a t e d  E n t e r p r i s e s - A c c o u n t i n g  f o r
Phase-in Plans.

Financial Statement Gasification of Amounts
Capitalized under Phase-in Plans

b. Paragraph 13 of Statement 71, as amends by

Statement 90, is superseded by the following:

Appendix B, Statement 90, and Statement 92
illustrate the accounting for the effects of
regulation.

10. Cumulative amounts capitalized under phase-in
plans shall be reported as a separate asset in the bal-
ance sheet. The net amount capitalized in each period

or the net amount of previously capitalized allowable
costs recovered during each period shall be reported
as a separate item of other income or expense in the

income statement. Allowable costs capitalized shall
not be ieportW as reductions of other expenses.

c. Paragraph 14 of Statement 71 is superseded by
the following:

Disclosure

Phase-inPlans

The following specific standards and the
standards 'm Statements 90 and92 are derived

from the general standards in para-

graphs 9-12. The specific standards in pam-
graphs 15-17 and the standards in State-

ment 90 and Statement 92 shall not be used
as guidance for other applications of the gen-

elal standards in paragraphs 9-12.

d, Paragraph9(d) of Statement 90 is deleted.

IL The terms of any phase-in plans in effect during
the year or ordered for future years shall be disclosed,
This Statement does not permit capitalization for fr-

nancial reporting of allowable costs deferred for fu-
ture recovery by the regulator pursuant to a phase-in
plan that does not meet the criteria of paragraph 5 of

this Statement or a phase-in plan related to a plant on

which substantial physical construction was not com~

plated before January l, 1988, Nevertheless, the fi-

nancial statements shall include disclosure of the net

amount deferred at the balance sheet date for rate-
making purposes and the net change in deferrals for
rate-making purposes during the year for those plans.

Effective Date and Transition

Allowance for Earnings on Shareholders '
Investment Caplializedfor Rate-making Purposes

12. The nature and amounts of any allowance for
earnings on shareholders' investment capitalized for

late-making purposes but not capitalized for financial

rep0rdng shall be disclosed.

14. Except as provided in paragraph 17 below, this

Statement shall be effective for fiscal years beginning

after December 15, 1987 and interim periods within

those fiscal years. Earlier application is encouraged.
At the date Of initial application of this Statement, ex-

isting phase-in plans shall be evaluated under the cri-

teria of paragraph 5 of this Statement. If those exist-
ing plans do not meet those criteria, all allowable

costs oldened by the regulator under those phase~in
p1ans5 that have previously been capitalized shall be
written of£ 'The provisions of this Statement that ad-
dress capitalization of an allowance for earnings on

shareholders' investment other than during construc-

tion or as part of a phase-in plan (paragraphs 8 and 9)
shall not be applied to amounts capitalized in fiscal

years prior to the initial application of this Statement.
Amendments to Existing Pronouncements

13. This Statement amends Statements 71 and 90 as

follows:

15. Retxuuctive application of the provisions of this

Statement that address accounting for phase-in plans
(paragraphs 5-7, 10, and ll), in fiscal ycatrs for

5Rcl'er lo footnote 2.
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which financial statements have pmewiously been is-

sued, is permitted. If those provisions are applied ret-

roactively, the financial statements of all prior periods
presented shall be restated. In addition, the restated

financial statements shall, in the year this Statement
is first applied, disclose the nature of any restatement

and its effect on income biome extraordinary items,

net income, and related per share amounts for each
period presented and on retained earnings at the be-

ginnimg of the earliest period presented.

b. It is reasonably possible that the regulator will
change the Lerms of the phase-in plan so that it
will meet the criteria of paragraph 5 of this
Statement.

16. If financial statements for prior fiscal years are

not restated as pelnmitted by paragraph 15, the erects

of applying this Statement to existing phase-in plans
shall be reported as the cmnulative effect of a change

in accounting principle, as described 'm APB Opinion

No. 20, Aceouming Changes, and theeffectof adopt-
ing this Statement on income before extraordinary
items, net income, and related per share amounts
shall be disclose.

If those conditions are met, the provisions of this
Statement shall be applied to that existing phase-in

plan on the earlier of the date when one of those com-
ditions ceases to be met or the date when a final rate
order is received, amending or refusing to amend the
phaser plan. However; if the enterprise delays filing

its application for the amendment or the regulator

does not process that application in the normal period

of time, application of this Statement shall not be fur-

dren' delayed.

17. Application of this Statement to an existing

phase-in plan shall be delayed if both of the follow-
ing conditions are met:

The enterprise has filed a rate application to have

the plan amended to meet the criteria of para-
gumph 5 of this Statement or it intends to do so as

soon as practicable.

18. In applying the criteria of paragraph 5 to a plan
that was in existence prior to the first fiscal year' be-
ginning airer December 15, 1987 and that was re-
vised to meet the criteria of this Statement pursuant
to paragraph 17 above, the 10-year criterion (para-

graph 5(c)) and the requirement that the percentage

increase in rates scheduled under the plan in each fu-
ture year be no greater than the percentage increase

scheduled undo the plan for each immediately pre-

ceding year (paragraph5(d)) shall be measured from
the date of the amendment rather than from the date

of the first scheduled defenals under the original

plan.

This Statement was adopted by the affirmative
votes of six members of the Financial Accounting
Smrndanls'Board. Mr.Louverdissented.

Mr. Louver dissents from the issuance of this
Statement because it permits including in income an

imputed allowance for earnings on shatleltolders' in-
vestment during a phase-in period. He believes that
accounting is inappropriate on conceptual grounds

because the allowance should be included in income
only atthetime iris acomponentofpriceschaxged to

customers for services.
Further, he believes it is unwise policy, in the

present environment, to authorize special accounting

during a phase-in period. Phase-in plans are insti-

gated because rates that would otherwise be charged

are unacceptable to custcrnas. Whatever might have

been the case in a prior era, evidence now abounds,

in tlle font of disallowances, temporary or indefinite
omission of costs from rate base, competition, actual

and planned deregulation, and inability to am ad-
lowed rates of return, that the relationship between

present costs and future revenues is too tenuous to
Dunant accounting predicated on the assumption that
the marketplace will accept charges tomorrow that it

finds unacceptable today.

Mr. Lauver also dissents to the issuance of this

Statement because it does not require elimination

from balance sheets of certain amounts capitalized as

an allowance for earnings on shareholders' invest-

ment even though not in compliance with unambigu-

ous provisions of Statement 7] that have been reiter-

a.
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ates in this Statement and even though inconsistent

with the accounting required for no qualifying
phase-in plans. He believes it is unwise policy to

gnat an amnesty-like approval of accounting that

was detennined w be inappropriate in both State-
ment71 and this Statement.

Membersof theFinanciaIAccounting Standard: Board'

Demits R, Benesford,
Chairman

Vector H. Brown

Raymond C. Louver
David nos so
C. Arthur Northrop

Robert J. Swieringa
Arthur R, Wyatt

Appendix A

EXAMPLES OF APPLICATION OF THIS STATEMENT TO SPECIFIC SITUATIONS

19. 'luis appendix provides guidance for application of this Statement to some specific situations. The guid-

ance does not address all possible applications of this Statement. All examples assume that the enteqarise meets

the criteria of paragraphs of Statement 71 for the application of Statement 71 by the enterprise.

20. Specific situations discussed 'm this appendix axe:

Paragraph

Numbers

Accounting for a phase-irr plan that includes an indirect disallowance ..

Applications of the definition of a phase-in plan ...

"Miuofr CWIP'

She with leaseback--capital lease . _

Sale with leaseback-operating lease ..

Sale with leaseback-profit recognition accelerated .

Modified depreciation method .

Deferral of costsbefcrearateorderrisissuW _

Interaction of disallowance with deferral of costs before a mu: order is issued ..

Interaction of deferral of costs before a rate order is issued with a subsequent phase-in plan

21-24
25-41
25-29
30-3 l
32-33
34-35
36-37
38-41
42-43
44-45
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Accounting for a Phasein Plan That Includes an
Indirect Disallowance

The order does not provide for recovery in any year

of a return on Utility A's invwtmcnt in the deferred
amounts.Utility A's weighted-avefrage most of capital

in its latest me case was I l percent.21. Utility A is an electric utility that operates solely

in a single-state jurisdiction. On January 1, l9xl,

Utility A's new electric generating plant becomes op-

eiational. The cost of that plant is $1 billion.

22. Utility A's regulator orders that the costs of the
newly completed plant be phased in over a three-year

period, as follows:

23. The phase-in plan is partially a disallowance of

plant costs because no return on investment is pro-

vided for the deferred zunouns. That disallowance
should be recognized in accordance with State-

ment 90 when it became probable. The amount of
equivalent cost disallowed should be determined as

shown in Schedule 1. The recorded cost of the plant
should be reduced by that amount, and a correspond-
ing loss should be reported in l9xl .

l9X1-A portion of the return (interest and an a1~

lowrance for earnings on shareholders' in-

vestment) on unrecovered investment is de-

ferred by excluding 25 percent of the cost of

the plant from the rate base.

l9x2--All of the remaining cost of the plant is to be

included in the rate base with no recovery of
previously deigned amorists.

l9x3-All of the remaining cost of the plant is to be
included in the rate base, Also, additional
revenue is to be provided equal to the return
on unrecovered investment excluded from

rates in year 1.

24. The disallowance will reduce revenues only ill

years 1 through 3, so the depreciation charge that
would otherwise be recognized for that plant in

years 1 through 3 should be reduced by the amount
of the effective disallowance attributable to those
years ( the amount in column 4 of Schedule l ) .
Amounts deferred under the plan (the amount for
months 1-12 in column 1 of Schedule I) should be
capitalized as a separate asset, and that asset should
be a1norti7ed as recovery occurs (in months 25-36),
using the amounts in column l of Schedule l.

FAS92-8
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Schedule 1

Utility A

Determination of Effective Disallowance

Return on Investment Disallowed for Amounts Deferred under Phase-in Plan

(in thousands)

(4)

Month

(1)

Cost
Deferral

(Recovery)

(2)

Cumulative
Amount
Deferred

(3)

R.0.1. on
Cumulative

Deferral
Effeclive

Disallowance

$21$ 2,292
4.583
6,875
9,167

11 ,458
13,750
16,042
18,333
20,625
22,917
25,208
27,500
27,500
27 500
27,500
27,5(X)
27,500
27,500
27,500
27,500
27,500
27,500
27,500
27,500
25,208
22,917
20,625
18,333
16,042
13,750
11.458
9,167
6,875
4,583
2,292

0

42

63

84

105

I26

147

168

189

2 l o

23 I

252

252

252

252

252

252

252

252

252

252

252

252

252

231

2 lo

189

168

147

126

105

84

63

42

21

I $ 2,292
2 2,291
3 2,292
4 2,292
5 2,291
6 2,292
7 2,292
8 2,29 l
9 2,292

10 2,292

l l 2.29 I
12 2,292
13 0
14 0
15 0
16 0
17 0
18 0
19 0
20 0
21 0
22 0
23 0
24 0
25 (2,292)
26 (2,291 )
27 (2,292)
28 (2,292)
29 (2,291 I
30 (2,292)
31 (2,292)
32 (2,291 )
33 (2,292)
34 (2,292)
35 (2,291 )
36 (2,292)

Total loss ro be recognized in I9X I
0

$2 0
21
41
61
80
99

118
137
155
173
190
207
224
222
220
218
216
214
212
210
208
206
204
202
201
182
164
146
129
112
95
78
62
46
31
15

$5,099

Computations:

Column (l)-Cost of plant ($l billion) X .25 x l 1% + 12
Column (2)-Column (2) br prior month + Column (I) for current month
Column (3)-Colun1n (2) X 11% + 12
Column (4)-Present value (at beginning of month l) at l l% (.9167 per month) of amount in Column (3) for prior

month
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Application of the Definition of a Phase-in Plan

"minor CWIP"

customers, with disclosure of the appmondmate timing

of the repayment that will be requited under the "mir-
ror CWIP' arrangement.

25. "Milner CWIP" is one means of moderating the
sudden, one-time increase in rates that would other-
wise result from placing a newly completed utility
plant in service. Under "mirror CWIR" increasing
amounts of construction work in progress (CWIP)
areincludedinthecunemtratebaseintheperiodsbe-
fore the plant goes into service, providing the utility
with a agent return on a portion of its investment in
construction while the construction proceeds. After
the plant is placed in service, a decreasing amount of
plant-in-service is excluded from the rate base each
year, "rniuoring" the pattern in which the construc-
tion was included in the rate base. The result of this
procedure is to increase rates while the plant is under
construction and to reduce the increase in rates in the
initial years of tlle plant's service life.

29. If the arrangement is not known to be a "minor
CW IP" arrangement when the construction is in-

cluded in the rate base but the regulator later orders a

"mirror CW IP" arrangement, the accounting de-
scribed in paragraph 28 should be implemented as
soon as the nature of the arrangement becomes

known. That will require an adjustment for the cumu-
lative effect of the arrangement to date. An amount
should be capitalized, with a corresponding accrual
of an allowance for funds used during construction,
when the "Mirror CW IP" arrangement becomes
known. Current revenues should be reduced by an
equal amount, and a corresponding liability to cus-
tomers should be recognized. That amount should be
the amount that would have been capitalized if the ar

rangement had been known to be a "mirror CWIP"

arrangement when the revenue was collected during
construction. That capitalized amount should be re~
ported in the year in which the "mirror CW lP" ar-
rangement becomes known in the same manner as if

it had been capitalized during construction.

26. For rate-maldng purposes, no allowance for
fids used during construction is recognized on the
portion of the construction that is included in the rate
base while the ossa is undo construction, and an al-
lowtmce for funds used during construction is recog-
nized 011 the portion of the plant-in-service that is
subsequently excluded from the rate base after the
plant is placed in service. The same total amount is
capitalized as if no construction had been included in
the current rate base. Is "rnllmn' corp' a phase-in
plan under the definition of this Statement? What fi-
nancial reporting is appropriate for a "minor CWIP"
plan?

Sale with Leaseback--CapitalLease

27. The "mirror  CW IP" arrangement descr ibed
above is not a phase~in plan under the definition used

in this Statement because it does not defer recovery
of costs that would not have been deferred under the
methods of rate making used prior to 1982. Rather, it
effectively provides a temporary loan from custom-
ers to the uti l i ty during construction and requires

repayment of that loan after the plant is placed in
service.

30. Utility B sells its interest in a newly completed
electric generating plant for an amount equal to its

cost and leases that interest hack under a lease that re-
qunires equal annual payments. 'Mlle sale meets the cri-
teria o f FASB Statement No. 66, Accounting for

Sales of Real Estate, for recognition as a sale, and the
leaseback meets the criteria of FASB Statement

No. 13, Accounting for' Leases, for a capital lease.
Utility B's regulator includes the lease rentals in al-
lowable cost as they accrue. In the past, Utility B's
regulator has treated other leases entered into by Util-
ity B in the same manner, but those leases were for
much less significant items of equipment--not for an

interest in an electric generating plant. Is this rate-
maldng method a phase-in plan under the definition
in this Statement?

28. If the arrangement is known to be a "mirror

CWIP" anamgernent at the time of the construction

(for example, if that arrangement is required by law

or has been specifically ordered by the regulator), an
allowance for funds used dining construction should
be accrued on the total cumulative construction cost

in each period for financial reporting. The revenue
collected as a result of inclusion ofoonstruction in the

current me base should be recorded as a liability to

31. The ratemalcing method descdbed is a phase-in

plan under the detinidon in this Statement. Generally
accepted accounting principles applicable to enter-
prises in general require a capital lease to be ac-

counted for much like a purchase of the leased prop-
erty. The resulting expense related to the lease
consists of intelest on the remaining lease obligation

and depreciation based on themethod used for simi-
lar owned property. In the early years of a lease, the
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lease rentals included in allowable cost as they accrue
are significantly less than the sum of interest on the
lease obligation and depreciation on the leased asset.
Thus, significant deferrals will result. The method
also defts recognition of expenses compared with
the methods of expense recognition used by Util-

ity B's regulator for similar assets of Utility B prior to

1982 because Utility B's interests in electric generat-
ing plants were included in allowable costs in the past
based on cm-rent provisions for depreciation and for

the cost of capital invested in the plants. The use of
this rate-mdcing method in the past for leases of

equipment does not change this conclusion. The deli-
nition is based on tlle method of rate making used
prior to 1982 for similar allowable costs. Similar al-

lowable costs would be those resulting from electric
generating plants.

profit, for rate-making purposes, over 10 years. The

sale occurred at a time when Utility D was about to
place a newly completed plant in service. Utility D

has not had any similar transactions in the past. is this
rate-making method a phase-in plan under the defini-

tion in this Statement?

Sale with Leaseback--Operating Lease

35. The rate-making method described is a phase-in
plan under the definition in this St:1temenL Generally
accepted accounting principles applicable to enter-
prises in genial require a profit on a sale-leaseback
transaction to be amortized over the term of the
leaseback. Amortization of that profit, for rate-
making purposes, ova' 10 years when generally ac-
cepted accounting principles applicable to enterprises
in general require amortization over the 20-year
leaseback term is equivalent to a deferral of allow-
able costs. In view of the timing of the rate order on
the sale-leaseback transaction, the presumption is
that the order was issued in connection with the
newly completed plant. The method cannot be com-
pared with methods in use prior to 1982 because
Utility D has had no previous transactions of this
type.

32. Utility C sells its interest in a newly completed

electric generating plant for an amount equal to its
cost and leases that interest back under a lease that re-
quires equal annual payments. The sale meets the cri-

teria ofState1nent 66 for recognition as a sale, and the
leaseback meets the criteria of Statement 13 for an
operating lease. Util ity C's regulator includes the
lease rentals in allowable cost as they accrue. In the
past, Utility C's regulator has treated other leases en-
tered into by Utility C in the same manner, but those
leases were not for an interest in an electric generat-
ing plant. Is this rate-making method a phase-in plan
under the definition in this Statement?

Modified DepreciahbnMethod

33. The xa1e~making method applied to Utility C is

not a phase-in plan under the definition in this Stale-
ment because it recognizes rent expense for rate-
making purposes in the same way as that expense

would be recognized for enterprises in general for
this type of lease.

36. Util ity E's regulator orders it to depreciate its
new electric generating plant, for rate-making pur-
poses, by using an annui ty method. Under the
method ordered, depreciation increases each year so
that the total ofdepreciationand mum on investment
stays approximately level over the life of the plant. In

the past, Uti l i ty E's regulator required the use of
straight-l ine depreciation for electric generating

plants. Is this rate-making method a phase-inplan un-
der the definition in this Statement?

Sale with Leaseback-Profil Recognition
Accekraled

37. The rate-making method applied m Utility E is a
phase-in plan under the definition in this Statement
because (a) it defers depreciation expense compared

with the depreciation metllods that me acceptable un-
der generally accepted accounting principles appli-
cable to enterprises in general (annuity methods of
depreciation are not acceptable under generally ac-
cepted recounting principles applicable to enterprises

in general) and (b) it defers depreciation expense

compared with the method of depreciation med by

Utility E's regulator for Utility E's electric generating
plants prior to 1982.

34. Utility D sells its interest in a 5-year-old electric
generating plant for an amount that exceeds its unde-

preciated cost by $500,000 and leases that interest
back. The leaseback term is 20 years, and there are
no renewal options. The sale meets the criteria of

Statement 66 for recognition as a sale with full profit

recognition, and the leaseback meets the criteria of
Statement 13 for an operating lease. Utility D's regu-

lator includes the lease rentals in allowable cost as
they accrue and orders Utility D to amortize the

Deferral of Costs Before a Rate Order Is Issued

38. Uti l i ty F completes construction of a nuclear
generating plant and places that plant in service. Util-
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tty F's regulator decides that it will complete its ex-
aminadon of the prudence of Utility F's construction
cost before rams are adjusted to relict the cost of op-
erating the plant. During the examination and until

rates are adjusted, the regulator orders Utility F to
capitalize its net cost ofopexating the plant (operating
costs, depreciation, allocable interest cost, and an al-
lowance for earnings 011 shareholdc1s  ̀investment, all

net of savings that result from operation of the new
plzmt). Is the resulting deferral for rate-maldng pur-
poses a phase-in plan? What accounting is required

for financial reporting?

subsequent uezument of any allowable costs that re-
sult from those actions,

40. Under paragraph 9 of Statement 71, Utility F
should capitdizle that portion of the amount capital-
ized for Tate-maldng purposes that represents in-
curred costs that would otherwise be charged to ex-
pense, provided that it is probable that future revenue

in an amount at least equal to the capitalized cost will
result firm inclusion of those costs in allowable costs
for rate-making purposes. Otherwise, Utility F

should not capitalize those costs.

39. The resulting deferral is not a phase-in plan. The

regulator's order to capitalize an amount pending

completion of a Tate hearing is designed to protect the
utility from the effects of regulatory 1ag6 in the ab-
sence of a rate order-a routine procedure on the part
of regulators. The definition of a phase~in plan in this
Statement is not intended to encompass actions of a
regulator that are designed to protect a utility from
the effects of regulatory lag in the absence of a rate
order, nor is it intended to encompass the regulator's

41. Since the sitllation in this example is neither dur-
ing construction nor a phase-in plan, Statement 71

does not permit capitalization of an allowance for
earnings on shareholders' investment. Accordingly,
Utility F should not capitalize, for financial reporting,
the portion of the amount capitalized for rate-making
purposes MM represents an allowance for earnings on
shareholders' investment. If recovery of that allow-
ance subsequently occurs. increased earnings during

the recovery period will result.

Interaction of Disallowance with Deferral of Costs Before a Rate Order Is l$ued

42. Six months after' the accounting order refereed to in the previous example, Utility F's regulator approves
part of the east of the new plant but disallows $600,000,000--consisting of construction expenditures of
$570.000,000 and amounts capitalized for rate-making purposes during this 6-month operating period prior to
the rate order of $30,000,000. The recorded cost of the plant belbre consideration of the disallowance is
$4,500,000,000. During this6-month period, Utility F has capitalized $500,000,000 ofnel cost for rate-making
purposes. This $500,000,000 consists of an allowance for earnings on shareholders' investment of
$200,000,000 and incurred costs that would otherwise be charged to expense of $300,000,000 For rate-
making purposes, the balance sheet accounts, before and after the disallowance, are as follows:

Balance before

Disallowance
Balance after
Disallowance

Plant 'm Service

Amounts Capitalized Pending Rate Order

Combined totals

$4.500,(XX)

500,0m

$5,000,000

Disallowance

(in thousands)

$(570.000)

(30,000)

$(600,000)

$3,930,000

470,000

$4,400,000

For financial reporting, how should the disallowance be cognized?

°Regulalvry lag is the delay bdween u change in a regulated entetprisels costs and a change in totes ordered by n regulator as a result of that
change in costs. A shmfall in a utility's net income can occur MI regulators set rates pmspevclively and the estimated or tat-period costs on
which those rates were based are less than the ach ml costs that are incured during the period covered by those mes. Regulators' actions that are
designed no protect a utility hum the effects ofregulawry lag can nomad during a rate 'esc but before a tact: order is issued, as in this example, and
when no name case is under active cnnsidmtinn. An accounting order to a utility to capitalize the oust of repairing storm damage would be an
example of the latter situation. Those actions can also be n pan of a rate olden An example of that type of action would be n fuel adjusunent
clause Mat is intended to protect ax: utility furn the effects of unanticipated changes in fuel 'uses.

FAS92 12
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43. Statement 90 requires a disallowance of plant

costs to be recognized as a loss. Utility F should per-

form the following analysis to determine the loss that

should be recognized and how it will be allocated:

a .  A s s u m i n g  t h a t  $ 3 0 0 , 0 0 0 , 0 0 0  o f  t h e

$500,000,000 capitalized for rate-making pur-

poses during the 6-month period was also capital-
ized for financial reporting (the $200,000,000 al-
l o w a n c e  f o r  e a r n i n g s  o n  s h a r e h o l d e r s '

investment would not be capitalized), the total
loss recognized by Utility F for financial repon-

ing should be the amount that reduces the co1n~

biped total of Plant in Service and Amounts Capi-

talized Pending Rate Order ($4,800,000,000) to
the combined total that will be honored for rate-

C.

malting purposes ($4,4()0,000,(l00). The recon
sizable loss is $400,000,01Xl.

b. Utility F should allocate to Plant in Service the
lesser of the amount of the disallowance that was
allocated to Plant in Service by the regulator
($570,000,000) or the total disallowance recog-
nized for financial reporting ($400,000,000), or
$400,000,000.
Utility F should allocate the rest of the disdlow-
ance recognized for NnwciM reporting, if any, to
Amounts Capitalized Pending Rate Order. In this
case, no amount is allocated to that meet,

The recognition of the disallowance and the effect of

that recognition on the financial reporting balance

sheet accounts are as follows:

Balance before
Disallowance

Recognition of
Disallowance

Balance after

Disallowance

Plant i11 Service

AmountsCapitalized Ponding Rate Order

Combined totals

$4,500,000

300,000

$4.800,000

(in thousands)

$(400,(X)0) $4,100,000

300,000

$4,400,000$(400,000)

Interaction of Deferral of Costs before a Rate

Order Is Issued with a Subsequent Phase»in Plan
phase-in plan alfcct the Financial reporting of the

costs defined during the six-month period?

44. Uti l i ty G's fact situation is identical to that of

Utility F, described in the above examples, except

that Utility G's regulator approves all of the costs re-

lated to the newly completed plant. Utility G's regu-

lator adopts a formal phase-in plan intended to pro~

vide recovery of amounts deferred under the plan and

amounts capitalized, for rate-maldng purposes, dur-

ing the six-month period from the plant's in-service

date to the date of the rate order. How does the

45. The phase-in plan does not affect the financial

reporting of those previously defered costs de-

scribed in paragraphs 40 and 41, nor docs the exist-

ence of those previously deferred costs ad'ect the fi-

nandal reporting of the phase-in plan. Accordingly,

the allowance for earnings on shareholders' invest-

ment that was not capitalized previously during the

period preceding issuance of the rate order may not

be capitalized upon adoption of the phase-inplan.

FAS92 13
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BASIS FOR CONCLUSIONS

Introduction

lovable costs that would not be deferred under gen-
erally accepted accounting principles applicable to
enterprises in general and that defer recognition of al-
lowable costs that would not have been deferred by a

regulator under the methods of rate making used by
that regulator for that same utility in the past.

Accounting for Phase-in Plans
46. This appendix summarizes considerations that
were deemed significant by members of the Board in

reaching the conclusions in this Statement. It in-
cludes reasonsfor accepting oenain views and reject-
ing others. IndividualBoardmembers gave greater

weight to somefactors than toothers.

Origin and Nature0fPhase-131Plans

Definition of Phase-in Plans

48. When a utility places a newly completed plant in

service, uraditional rate-maldng procedures establish
rates to recover the allowable costs of that plant. The

allowable costs include an allowance for return on
the utility's remaining investment in the plant, which
is greatest 'm the list year of the plant's service life

and decreases thereafter as the plant is depreciate.

47. This Statement specifies a phase-in plan defini-
Lion different from that specified in the December 19,

1985 Exposure Draft, Regulated Enterprises-
Accounting for Phase-in Plans, Abandonmemir, and

Disallowances of Plzmt Costs. Comments received
on the definition in the Exposure Draft indicated that
(a) the definition might encompass some methods of

rate making that had been routinely followed for
years, (b) the definition could be interpreted to en-
compass some methods of expense recognition that
are accepted for enterprises in general, and (c) the
definition was considered ambiguous for phase-in
plans related to a supplier's newly completed plant.

The Board adopted the definition in this Statement to

avoid those problems. The definition now focuses on

methods of rate making that defer recognition of al-

49. In recent years, a combination of circumstances

caused traditional rate-maddng pnaceduies to result in

a phenomenon called rare spike. Rare spike is a ma-

jon; one-time increase in fates that can result from the
inclusion of the cost of new plants in rates under tra-

ditional rate-making procedures. One cause of rate

spike was the high cost of nuclear power plants. The
cost of those plants escalated far beyond initial ex-
pastations. Another cause was the high cost of capi-

tal. Return on investment, which is based on the met

of capital, is a major pan of the cost of operating a

nuclear plant. Finally, demand for many utilities'
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services has not grown in recent years Lo the extent
that was expected when the decision was made to
construct many of the recently completed plants. As a

result, plants that were expected to be needed to meet
demand have created excess capacity. The increased
etiiciency of the new plants has not been sufficient to

offset the high construction and capitalized capital

costs of those plants and the return on investment that
would have been included in rates under traditional

rate-maldng procedures.

the regulated services or products as a condition for
application of that Statement. In the past, regulators
sometimes have provided rates to recover costs in pe-
riods other than the period in which the costs would
be charged to expense undo genamlly accepted ac-
counting principles applicable to enterprises in gen-

eral. The rationale for such diiibrrences has been that
(a) costs like storm damage or plant abandcnrnents

were infrequently occurring and should be spread
among customers of multiple years or (b) the regula-
tor did not agree that the cost was a valid period cost
of the period in which i t would be recognized by

nonregulated enterprises. Defered income tax ex-
pense is an example of the latter category. Under
phase-in plans, allowable costs that for years have
been agreed to be costs of a period are charged to
customers in adifferent period mainly because other-

wise rates are judged to be unacceptably high.

50. Phase-in plans were developed to alleviate the
problem of rate spike. Those plans are intended to
moderate the initial increase in rates that would other~
wise result from placing newly completed plants in
service by defering some of that rate increase to fu~
tore years and providing the utility with return on in-
vestment for those deferred amounts, Instead of the
traditional pattern of an increase in allowable costs

followed by decreasing allowable costs for uti l i ty
plants after the plants are placed in service, phase-in

plans create a pattern of gradually increasing allow-

able costs for the initial years of the plants service
l i fe,

Questions Raised by Phase-in Plans

54. If one accepted a premise that, in periods when
rates would be unacceptably high, costs can be
moved to a future period, the economic discipline in-
herent in a process of charging customers for the

costs of the services they use would be absent. No
constraint would exist on tlle rate-making process. In
the extreme case, nothing would prevent a regulator
tram providing customers with free electricity and
promising recovery of the costs of producing Lhat

electricity in future years when an improved local
economy might be expected. Some Board members

believe that the premise that rates in a given period
are based on the cost of services provided to custom-

ers in that period provides a necessary constraint to
accounting for the type of regulation that was ad-

dressed by Statement 7 l .

51. Phase-in plans raise dirge questions under State-
ment 71. First, the very existence of a phase-in plan,

whereby rate increases are postponed, calls into ques-
tion whether future rates to be charged to and col-
lected from customers will in fact be set at levels that

will recover the enterprise's costs. Paragraph 5(c) of
Statement 71 requires that such an assumption be

reasonable as a threshold condition for application of

that Statement.

52. Some phase-in plans have been discussed in
public fomrns as ways off retaining major customers.
Utility officials have stated that major industrial cus-
tomers would leave their utility's service area or de-
velop alternative sources of supply if rates were in-
creased under normal rate-making procedures
sudiciently to recover the costs of a newly completed
plant. lfrales cannot, immediately after a new plant is
put in service, be set at levels to permit recovery of
allowable come, a question adzes as to whether eco-
nomic conditions or customer acceptance will permit
collecting rates in the future that ultimately will re-
cover costs.

55. The third question raised by a phase-in plan is
whether it is appropriate to capitalize an allowance
for earnings on shareholders' investment after a plant
begins operations. Paragraph 15 of Statement 7] xe-
quires capitalization of such an allowance as part of

the acquisition cost of an asset during ccmmaction.
Statement 71 does not permit capitalization of such

an allowance under any other circumstances.

53. The sword question relates to paragraph5(b) of
Statement 71, which requires that rates be designed

to recover the specific enterprise's costs of providing

56. The Board notes that an allowance for earnings

on shareholders' investment is diltetent from other

costs for which recovery is provided by regulators.
An allowance for earnings on shareholders' invest-
ment is not an incurred cost but is a computed

amount of earnings to which equity shareholders are
deemed tobe entitled if their capital is prudently em-

ployed in providing services to customers. Capitaliz-

ing such an allowance increases currently reported

FAS9245
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income. Some believe that this result is inappropriate
and that income should not be recognized and] lev-
enues in the font of billable rates for services are re-
alized. They acknowledge that a partial exception is
permitted in Statement 71 for an allowance for funds
used during construction but question whether that
partial exception should be extended to the case of

phase~in plans. They view the current recognition of
that future income, by capitalizing an allowance for

earnings on shareholders' investment, as recognition
of income that is not yet earned. This view, 'm pan,

led to the Board's decision, in Statement 71, to per-
mit capitalization of an allowance for earnings on

shareholders' investment only as part of the acquisi-
don cost during construction of an asset.

criteria in paragraph 5 as the minimum set of criteria
that it believes would satisfy that objective.

Board Conclusions about Phase-in Plans

59. Many resporrderrts to the Exposure Draft urged
the Board not to impose the 10-year criterion, which
they view as an arbitrary limit. The Board recognizes

that the i0-year period is arbitrary, but any other pe-
riod (for example, the l i fe of the plant) would be
equally arbitrary. Cost of service regulation is based

on implicit presumptions that (a) operating expenses

shown normally be recovered in the period in which
the expenses are incured and (2) an allowance for re-
tum on investment should normally be recovered in

the period during which the investment is used to
provide services to customers. Any departure from
those norms requires an arbitrary decision about the
appropriate time for recovery. The very existence of a
phase-in plan indicates an inability to fully recover
currently the allowable costs of delivering services to

customers. Further, it represents a failure to realize

normal expectations that return on prudent invest-
ments in operating plants would be recovered cur-

rently and that prudently incurred construction costs

would begin to be recovered on a normal (usually
sight-line) basis as soon as a plant was put in serv-
ice. Although those departures from the norms of in-
dividual cost-of-service regulation are an adaptation
to exceptional circumstances, they are such major de-
partures that, if not tightly bounded, tlley could un-
demtine the credibility of specialized accounting for
regulated enterprises.

57. After considering comments received in com-
ment letters on the Exposure Draft, the Board consid-
ered the possibility of not permitting any capitaliza-
tion of allowable costs deferred pursuant to phase-in

plans. For the reasons outlined above, the existence

of phase-in plans calls into question the applicability

of Statement 71. Observation of the actions of regula-
tors over the past few years, since the first phase-in
plan was initiated, suggests Mat some regulators did
not view their actions of' the resulting accounting to
be constrained by the overriding principle that the

cost of current services generally should be charged
to current customers. Phase-in plans have evolved
from a tightly controlled plan, which deferred recov-

ery of some costs for a shop number of years and
promised recovery of those deferrals through an au-
tomatic rate adjustment mechanism within a brief

time period, to open-ended plans that deferred costs

indefinitely and promised recovery only when, and

if, future demand grew to the point that the capacity
in question was needed. The Board was concerned
Mat such developments might undermine the cred-
ibility of financial reporting under Statement 7 l .

60. Some phase-l1nplans provided for deferraloff ex-
tremely large amounts, such that phasing in those

amounts and providing recovery of defenals within

10 years was asserted to be not practicable. Board
members axe concerned that those costs might not be

recoverable at all, and the phase-in plan might be
nothing more than a means of delaying recognition

of the fact that rates basedon full cost of service can-
not be chargedro and collected from customers.

58. Despite those concerns, the Board decided
against a blanket prohibition against capitalization,
for financial reporting, of amounts capitalized for
rate-maldng purposes under phase-in plans. Rather,
the Board decided that capital.ization of allowable
mosts defered under some types of phase-'m plans
should be permitted. The Board believes that if any
phase-in plans are to result in capitalization of the al-
lowable costs that are deferred pursuant to the plans,
those plans should meet stringent criteria so that they
will not undelmline the credibility of financial report-
ing under Statement 71. The Board adopted the four

61. Board members were also concerned about

changes that have occurred 'm the underlying envi-
ronment of the electric utility industry. Cogeneration

appears to be growing, some wholesale customers

have changed suppliers, and the significant amounts
of unused capacity presently in existence indicate

that considerable competition, at least at the whole-

sale level, is possible. Also, some local regulators

have not been inclined to support local franchise
rights when the possibility of electric utility custom-
cis relocating is present. These uncertainties in the
elecLn'c utility industry reinforced the Board's view

FAS92~16



Regulated Enterprises-Accounting for Phasein Plans FAS92

that extraordinary solutions to temporary problems
should themselves be temporary and that the 1(}year

criterion was appropriate.

62. Many respondents to the Exposure Draft urged
the Board, if it concluded Lhat the 10-year criterion
was necessary, to permit partial application of that
criterion. Under that approach, a utility with a
phase-in plan dirt Mel all of the other criteria but ex-

tended beyond 10 years would capitalize the portion
of the detenals under the plan that would be recover-

able under the plan within 10 years.

rel of costs in those circumstances is not consistent

with the premises that underlie the accounting provi-

sions of Statement 71. Some viewed the regulators'

decisions to approve phase-in plans as being driven

more by market factors or competition than by the

cost of the current services provided to customers.

The Board concluded, however, that capitalization

for financial reporting of amounts deferred pursuant

to certain phase-in plans should be permitted because

of the combination of circumstances experienced by

electric utilities in recent years as set forth in para-

graph 49. The Board views those circumstances as

unusual and agreed to the accounting specified in this

Statement as a means of addressing those unusual

circumstances. On tlle other hand, the Board believes
that the provisions of this Statement can be viewed as

a departure from the premises of Statement 71. Ac-
cordingly, the Board decided to limit application of
this Statement to phase-in plans adopted in connec-
don with plants on which there was significant physi-
cal construction before January 1, 1988. The Board

concluded that this limitation on the use of phase-in

plans is appropriate because the provisions of this

Statement are intended to apply in specific, known

circumstances. One cannot predict the extent of fit-

Une cornpetidon and deregulation in the electric util-
ity industry or in other utility industries.

63. The Board considered and rejected partial appli-
cation of and several altemaUves to the 10-yearcrite-
ion. Alternatives included other qualitative criteria
and other quantitative criteria that specified different
deferral periods and different methods and periods
for recoveries. The Board concluded that it was im-
portant ro specify a time period in which all deferred
amounts must be recovered rather than a time period
in which onlysome deferred amounts must be recov-
ered. The Board concluded that the 10-year criterion,
when considered with the other criteria of para-
graph 5, was the maximum acceptable time that met
the objective of a ser of criteria that is suHiciently
stringent that the credibility of financial reporting un-
der Statement 71 would not be compromised. Be-
cause the Board views those criteria as an interrelated
set, it believes that it should not permit partial appli-
cation for a phase-in plan that fails to meet one of
those criteria

Distinction between Phase-in Plans and
Disallowances

64. Letters received before the Exposure Draft was

issued and comments received on the Exposure Draft
recommended that the regulator's selection of a spe-

cific allowable cost for deferral should not be impor-
tant to accountants because any allowable cost can be

selected with equal economic effect. The Board
agrees that the regulator does have considerable dis-
cretion in identifying costs to be deferred under some
phase-in plans because those plans merely defer a

predetermined amount of allowable costs for a prede-
termined period of time. Since the Board decided to
permit any allowable cost that is deferred for rate-
maldng purposes under a qualifying phase-in plan to

be capitalized for financial reporting, this issue bc-

came moot.

66. Some existing phase-in plans have deferred al-
lowable costs for recovery in future periods for rate-

making purposes and have not provided return on the

investment in those deferred costs during the deferral

period. The Board considered that type of phase-in

plan and concluded that it is, in substance, partially a
dcfenal and partially a disallowance. The environ-

ment of individual cost-of-service regulation pro-

vides an enterprise an opportunity to earn a fair re-

turn on capital invested for the benefit of the enter-
prise's customers. If no return is provided, the regula-
tor has indirectly disallowed pan of the cost of the re-

lated plant and the accounting should reflect that
disallowance.

Limlladon on Use ofAccountingfor
Phase-in Plans

Allowance for Earnings on Shareholders'

Investment Capitalized for Rate-making

purposes

65. Some Board members areal to permit the capi-
talization of allowable costs for plans meeting the
specified criteria even though they believe that defer-

67. An AICPA Issues Paper, Application of Con-
cepts in FASB Statement of Financial Accounting
Staltdaniv No. 7] to Emerging Issi in the Public
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Rance no permit premature recognition of income and

the practical ditliculties of defining situations that

would warrant such capitalization. Accordingly, the
Board decided not to amend Statement 71 to permit
capitalization of an allowance for earnings on share-
holders' investment for financial reporting in in-
stances other' than during construction or as part of a
phase-in plan.

Utility Industry received by the Board in Novem-

ber 1984, recommended that the Boated amend para-

graph 9 of Statement 71 to require capitalization of

any allowable cost when the criteria of that paiagiaph
are met. Many respondents to the Exposure Draft
made the same recommendation. Paragraph 9 re-
quires capitalization only of "an incurred cost that
would otherwise be charged to expense." Thus, para-
graph 9 does not permit capitalization of an allow-
ance for earnings on shareholders' investment-an

allowable cost but not an incurred cost that would
otherwise be charged to expense. An allowance for
earnings on shareholders' investment provided by a

regulator is an imputed cost. Capitalization of that
cost would increase currently reported income, a re-

sult which some Board members believe is inappro-
priate. The Board believes that income related to an

allowance for earnings on shareholders' investment
generally should result from revenue realization, not

from capitalization.

Eltlective Date and 1\'ansition

68. In Me Exposure Draft, the Board proposed to re-
quire capitalization of the cost of equity funds (an al-

lowance for earnings on shareholders' investment) in
one other limited situation-when that allowance is
deferred by Me regulator in connection with a short-

term cost def and recovery is expected either
through an automatic rate adjustment clause or in the
rates provided in the next rate case. Even though the

situation was defined carefully, comments received
about that provision of the Exposure Draft indicated
that any such requirement would be interpreted
broadly. For example, some respondents interpreted
the provision in question as contemplating a situation
in which the regulator had ordered capitalization of

the net cost of operating a newly completed plant

during the period from the date of completion of the
plant to the date of a later rate order placing the plant

into rates even though recovery, if any, will be pro-

vided over the l i fe of the newly completed plant

70. The Board considered whether this Statement
should be applied only to phase-in plans ordered alter

the effective date or to all phase-in plans. Applying
this Statement only to phase-in plans ordered after

the effective date would diminish both the compara-
bility of the resulting financial statements among en-

terprises and the year~to-year consistency of financial

results of an enterprise that had phase-in plans or-
dered both before and after the effective date.
Phase-in plans extend over a number of years. Apply-
ing the Statement only to phase-in plans ordered Adler
the effective date would also permi t f inancial -

reporting recognition of phase-in plans that the Board

believes could undermine the credibility of financial
reporting under Statement 71. Accordingly, the
Board deeidal that this Statement should be applied
to all phase-in plans, regardless of whether they were

ordered before or after the effective dare.

rather than through rates provided in the next rate
case.

69. After considering comments received, the Board
agreed that recognition of a defamed allowance for
earnings on shareholders' investment as income in

other situations that were specifically mentioned in
content letters was not warranted. The Board de-
cided that it was more appiupmiate to restrict capitali-

zation, for financial lepom'l:ul\g, of an allowance for

earnings on shareholders' investment to construction

and qualifying phase-in plans than to attempt to de-

fine limited other areas for which it would bepemit-

ted. That decision reflects both the Board's reluc-

71. In the Exposure Draw, the Board asked whether
regulators wo\1ld be likely to modify existing plans in
order to meet the criteria of the Tina] Statement. Com-
ment letters received in response to the Exposure

Draft indicated that such changes may well occur:
Some respondents noted that their existing phase-in

plans call for automatic reconsideration in the event

that they do not meet the criteria of this Statement, In
view of that response, this Statement provides special

transition relief for certain existing phase-in plans.

The Board decided that if the regulated enterprise has
requested that its regulator amend the phase-in plan

in order to meet the criteria of this Statement or in-
tends to do so as soon as practicable and it is reason-

ably possible that the regulator will change the terms
of the plan so that it wil l  meet the criteria of this
Statement, this Statement generally would not be ap-
plied to that plan until an order is received from the

regulator, either revising or refusing to revise the

plan. The Board also decided that the criteria of para-

graph 5 should be modified for plans that are revised

to meet the criteria of this Statement. For those plans,

the 10-ya\r limitation and the prohibition against in-

creasing percentage rate increases would be meas-
ured from tlle date of die revision.
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ties could bill rates based on the cost of those plants
Lo their customers without losing a major pmt of their

customer base. Some articles indicated that phase-in
plans wale likely for certain of thoseutilities, but they

raised significant questionsabout the assurance ofre-
covay of costs that would bedefered.

72. The Board also considered whether the provi-
sion in this Statement, that an allowance for earnings

on shareholders' investment should not be capital~
ired for financial reporting other than during con-

struction or as part of a phase-in plan, should be ap-
pl ied only to amounts accrued for rate-making

purposes after the effective date or also to amounts

previously capitalized for financial reporting. The
Board concluded that although capitalization in cir-
cumstances other than construction and phase-in
plans can result in questionable income recognition,

retroactive restatement would be burdensome and
would not be warranted in view of the relatively lim~

ired amounts or time periods involved in past prac-

tices. Also, the practice is not one that would be likely

to undermine the credibility of Financial reporting wr-
der Statement 71. Accordingly, the Board decided
that this Statement should be applied to allowances

for earnings on shareholders' investment deferred for
rate-maldng purposes after initial application of the
Statement. Retroactive application is not permitted

for that item.

76. As a result of Board member concerns, the
Board asked the stair to investigate whether guidance
about the application of Statement 71 was needed in

practice. The staff met several times with committees
of the Edison Electric Institute (EEl), the National
Association of Regulatory Utility Commissioners,
and the Public Utilities Subcommittee of the Ameri-

can Institute of Certified Public Accountants (the

AICPA Subcommittee). The Board also met with
representatives ort those groups and the Fedetral En-

ergy Regulatory Commission.

Appendix C

77. In November 1984, the Board received an
AICPA Issues Paper on emerging issues in the public
utility industry. That paper listed 17 specific issues re-
lated to current problems in the electric utility indus-
try identified by the AICPA Subcoimnittee. The
Board do received a comment letter from the EEl
on the issues raised in the AICPA Issues Paper:

BACKGROUND INFORMATION 78. The Board issued an Exposure Draft on account-
ing for phase-in plans, abandomnents, and disallow-

anoes in December 1985. More than 1,400 organiza-

tions and individuals responded to that Exposure
Daf t .

73. Statement 71 was issued 'm December 1982, ef-

fiective for financial mtements for fiscal years begin-
m'ng amer December 15, 1983. In early 1984, several

diflelemt circumstances caused the Board to question
whether the application of Statement 71 in practice
was what the Board had intended.

79. In June 1986, the Board held a public hearing on
the proposals in the Exposure Draft. Sixty-six indi-
viduals and firms presented their views at the four-
day publichearing.74. Subsequent to issuing Statement 71, the Board

became aware of sew/eral phase~in plans that involve
capitalization of an allowance for earnings on shame-

holders' investment in an operating plant. The Board
considered issuing an Interpretation or permitting is-

suance of a Technical Bulletin to point our that capi-

talization of such an allowance was not permitted by
Statement 7 l. However after discussing the nature of
phase-in plans and the reasons for their adoption with

an affected company and its auditor, the Board de-
cided to explore the use of phase-in plans in more

depth before addressing the accounting for those

plans.

80. After considering comments received in com-
ment letters and at the public hearing, the Board con-

cluded that additional consideration was necessary no

resolve the accounting issues related to phase-in
plans. In December 1986, the Board issued State
went 90 to address accounting for plant abandon-

ments and disallowances of plant costs. Subse-
quently, the Board continued its deliberations on

ncoounting for phase-in plans.

75. During 1984, rate problems reiatcd to new

nuclear electric generating plants of several udlitics

were widely discussed in the linanciad press. Com-

ments credited to executives of those utilities indi-

cated considerable question [about] whether the utili-

81. In March 1987, the Boanl met in an open meet-

ing with representatives of the EEl and four public
accounting firms that audit large numbers of electric
utilities. Subsequent to that meeting, the Board de-

cided re issue this Statement to address accounting

for phase-in plans and capitalization of an allowance

for earnings on shareholders' investment other than

dun'ng construction or as part of a phase-in plan.
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PUR Slip CUPY 11. PROCEDURAL HISTORY

Re New Jersey-American Water Company, Inc.
BPU Docket No. WR95040165

New Jersey Board of Public Utilities
April 01, 1996

Before Tate, president, and Salmon, and Armenti,
commissioners.

BY THE BOARD:

1. INTRODUCTION

B y t h i s  O r d e r ,  a n d  p u r s u a n t  t o

52:l4B-10, the Board of Public Util i t ies ( 'Board')
renders a Final Decision which modifies the Initial
Decision dated January 30, 1996 and adopts a Stip-
ulation in the above-captioned matter.

*1 NJ ,  . A .

On Apri l  18,  1995,  New Jersey-American Water
Company,  Inc.  ( 'Peti t ioner ' or 'Company') ,  a pub-
lic utility of the State of New Jersey, filed a petition
with the Board pursuant to N..lS.A. 42:2-21 and in

accordance with N.JA.C. 14:1-5.12, requesting an
increase in i ts rates for water and sewer services

which would increase  the  tota l  revenues  of the
Company in the amount of $52,934,273, an overall
increase of 28.6l%. In i ts  pet i t ion,  the Company
also requested permission to adopt an initial tariff
entitled Sales for Resale - Tri-County Regional Wa-
ter Service ( 'Tri-County Service').  This new tariff

would establ ish bulk water  sales service for  the
Company's Tri-County Water Supply Project
( 'Tri-County Project ' or 'Project ').  The Tri-County

Service Tariff would be available to municipalities,
a u t h or i t i e s  a n d  ot h e r  wa t e r  p u r ve yor s  i n  t h e
Counties of Burl ington,  Camden and Gloucester.
Out of the total requested revenue requirement in-
crease of approximately $53 million, approximately
$35.3 million represents the requested revenue re-

quirement increase for the Tri-County Project and
$17.7 million represents the non-Tri-County com-

ponent of the case.

Pe t i t i one r  i s  a  r e gu l a t e d  pub l i c  u t i l i t y wh i ch
provides water service to approximately 329,000
customers in 114 municipalities in the counties of

Atlantic,  Burlington, Camden, Cape May, Essex,
Hunterdon, Middlesex, Monmouth, Morris, Ocean,
Pas sa i c,  Somer se t ,  Un i on  and  War r en .  It  a l so
provides  sewer  se rvi ce  wi th in  Ocean  Ci ty and
Lakewood Township. The Company also sells wa-

ter for resale to the Boroughs of Mt. Ephraim and
Berlin in the County of Camden, to Middle Town-
ship in the County of Cape May, to Mt. Laurel Mu-
nicipal Utilities Authority ('MUA') Evesham MUA

and the Township of Moorestown in the County of
Burl ington,  to the Townships of Livingston and

South Orange Village in the County of Essex, to the
Boroughs of Red Bank, Avon, Belmar,  South Be-
mar,  Mata van and the Keansburg MUA in Mon-
mouth County, and to Elizabethtown Water Com-

pany, Shorelands Water Company and Consumers
New Jersey, public utilities of the State of New Jer-

On May 19, 1995, the petition was transmitted to
the Office of Administrative Law ('OAL') and was
as s i gned  t o Admi n i s t r a t i ve  Law Judge  ( 'ALJ ')
Louis G. McAfoos, III. A Prehearing Order was is-
sued on July 10,  1995.  In his  Prehear ing Order ,
Judge McAfoos granted intervention to the Town-
ship of South Orange Village and the Manasquan

Cus tomers ' Group.  The  Manasquan Cus tomers '
Group ('MCG') consists of the boroughs of Belmar,

Keansburg, Keyport, Mata van and Red Bank, and
the Shorelands Water Company. By Order dated Ju-
ly 17, 1995, intervention was granted to a group of

municipalities which at that time consisted of the
townships of Cinnaminson, Egg Harbor and Upper,

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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and the cities of Linwood, Northfield, Somers Point

and Ocean ('Municipal Interveners'). By Order
dated August 14, 1995, intervention was granted to
a coalition of potential new wholesale customers in
the Burlington, Gloucester and Camden County
area. At the conclusion of this case, the coalition
consisted of the boroughs of National Park, Had-
donfield, Woodbury Heights and Westvil le, the

townships of Moorestown, Mount Laurel, Haddon,
Deptford, West Deptford and Mapleshade, the City
of Woodbury, and the Merchantville-Pennsauken
Water Commission ('Bulk Purchasers Coalition' or

'BPC'). Elizabethtown Water Company was also
granted intervenor status. Finally, in addition to the
foregoing, the Division of the Ratepayer Advocate
(the 'Advocate') and Staff participated in this mat-
ter.

equity cost rate and overall rate of return would be
applied to both the non-Tri-County and the Tri-
County components of the case, (c) rate base re-
flects a level of $481,294,395 (excluding the Tri-
County project) and has been revised through
December 31, 1995 to reflect construction projects
completed and in-service as of that date, (d) pro

forma revenue at present rates is stipulated at
$184,989,795, (e) the revenue increase associated
with the non-Tri-County component of the case,
and based upon the aforementioned agreements is
$6,000,000.

*2 Public Hearings were held on August 15, 21 and
23, 1995. Discovery conferences were held on Au-
gust 2 and 3, 1995. Evidentiary hearings were held

on September 20, 21, 28, 29 and on October 16, 17
and 18, 1995. Briefs and Reply Briefs were filed in

November, 1995, and an Initial Decision ('ID') was
issued on January 30, 1996. Exceptions and Replies
to Exceptions were filed in February, 1996.

111. THE STIPULA TION

In addition, Schedule B to the Stipulation depicts
the Company's base costs for sewage treatment and
purchased water. Schedule C to the Stipulation sets
for t h  r a t e  de s i gn  pa r ame t e r s  agr eed  t o by t he
parties, and includes specific rates for both public

and private fire protection service and also depicts
the level of increases for the Company's two sewer
tariff groups. Schedule C also sets forth methodolo-

gies for establishing general metered service rates
for  the former customers of the Sunbury Vil lage
Wat e r  Company ( 'Sunbury')  and  t he  Sout heas t

Morris County MUA. In addition, Schedule C also
reflects  tar i ff modificat ions related to access to
meter pit, establishment of a bad check charge, and
t he  b i l l i ng of  t he  mi n i mum se rvi ce  cha rge  for

Ocean City sewer service. Finally, in the Stipula-
tion, the Company has agreed to provide certain re-
ports  and other  informat ion related to the Com-
pany's acquisition of Sunbury's assets pursuant to
the Board's Order Approving Acquisition of Water
Company in I /Al /o Sunbury Vi l lage Water Com-
pany, Inc. ,  BPU Docket  No.  W095040183,  dated
December 21, 1995.

On January 19, 1996, a partial stipulation was ex-
ecuted by the Company, Board Staff, the Advocate,

El izabethtown Water  Company,  the  Manasquan
Customers' Group and the Township of South Or-
ange Vil lage,  addressing certain non-Tri-County
revenue requirement issues and the issues of capital
structure and cost of capital for both the Tri-County
and non-Tri-County port ion of the base rate case
proceeding ('Stipulation').

The Stipulation provides that:

By letter dated January 23, 1996, the Municipal In-

tervenors advised that they would take no position
with regard to the Stipulation. By letter dated Janu-
ary 25, 1996, the Bulk Purchasers Coalition advised
that it did not object to timely consideration of the
Stipulation by ALJ McAfoos with the general un-

derstanding that  al l  l i t igated issues are excluded
from the Stipulation and continue to be fully con-

(a)  the test  year is the twelve months ended
September 30, 1995, (b) the overall rate of return is

9.23% and reflects a common equity cost rate of
l l .25%. The parties have agreed that both the

©  2010 Thomson Reuters. No Claim to Orig. US GOV. Works.
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tested.

IV. THE TRI-COUNTY PROJECT

Proj act as the regional water supply system to serve
Burlington, Gloucester and Camden Counties, and
as the key to meeting the future water supply needs
of this growth region of New Jersey as well as pro-
tecting the PRM acquirer from pennanent contam-
ination (PT-6A, Schedule 4). Initial project facilit-

ies, including an intake, 30 million gallons per day
( 'MGD')  t reatment  capaci ty,  and a  t ransmiss ion
pipeline, were estimated at the time of the petition
to cost $186 million (PT-6 AT 16).

v. INITIAL DECISION

As noted above,  on January 30, 1996, ALJ McA-
foos issued his Initial Decision, and on January 31,
1996, the Initial Decision was filed with the Board.

In his Initial Decision, ALJ McAfoos approved the
partial  Stipulation, finding that the parties to the
Stipulation had voluntarily agreed to the settlement,
that the settlement fully disposes of those enumer-
ated issues in controversy, is consistent with law

and is in the public interest ,  and that  the part ial
S t i pu l a t i on  me t  t he  r e qu i r e me n t s  of AMA. c.

*3 The record indicates that in the New Jersey De-
par tment  of Envi ronmental  Protect ion 's  ( 'DEP')
1982 Statewide Water Supply Master Plan, and in
the Master Plan's subsequent updates, the DEP re-
cognized the Tri-County Project as southern New
Jersey's only long term feasible alternative water
supply source  to the  Potamac-Rar i t an-Magothy
('PRM') aquifer, the major source of water supply

for the region. (PT-6 at ll). In 1987, the DEP con-
cluded a study known as the Camden Metropolitan
Area Feasibility Study ('Study') which recommen-
ded a regional water supply system in order to re-
duce reliance on and protect the PRM aquifer, and
recommended that use of PRM water be reduced by
35% of that pumped in 1983 (PT-6 at 12). Accord-
ing to the record,  widespread pumping of water
from the PRM aquifer has resulted in precipitous

declines in water levels over the years, resulting in
three principal impacts: (1) declining water levels
which are reducing capacity from exist ing wells,
(2) ground water contamination which is becoming
more common, and (3) salt  water intrusion in the
southern portion of the region which is increasing

as fresh water is removed from the aquifer (ibid.).

*4 With respect to the Tri-County Project, the ALJ
made several findings. First,  regarding the size of

the plant, he found

that the plant as constructed represents a reasonable
approach to supplying the water requirements of the
South Jersey region. The provisions made for future
expansion represent an appropriate forward-looking

view to insure that small dollar expenditures now
will result in more substantial savings in the future
when addit ional  customer demand requires plant
expansion. I disagree with the Advocate's position

that the plant represents a major overbuild. (ID at
7-8).

Two al ternat ive  solut ions  to the  overuse  of the
PRM acquitter were considered by DEP. The first
was to purchase water from Philadelphia by means
of a submerged pipeline that would be constructed
across the Delaware River. The second alternative
that  DEP examined was development  within the
State, of a regional water supply system. The Study
recommended that a treatment plant be constructed

to take water from the Delaware River, treat it, and
deliver the water through a pipeline transmission
sys t em to Bur l i ngton ,  Camden and  Glouces t e r

counties.  This lat ter al ternative was accepted by

DEP in 1988 (PT-6A, Schedule 3),  and Petitioner
agreed to design, finance and construct the project.
By letter to the Company dated January 19, 1993,
DEP reaffi rmed i t s  suppor t  for  t he  Tr i -County

He further stated that given the DEP mandated cut-

backs on PRM aquifer reliance, the bulk users have
no other viable alternative, and he concluded that

[t]he Company planned the [Project] to serve the
regional requirement and prepare for future region-

©  2010 Thomson Reuters. No Claim to Orig. US Gov. Works.



14
*

1996 WL 210865 (n.J.B.p.U,) Page 4

al growth. I FIND that the Company acted reason-
ably and prudently in designing the plant and direct
that it be granted full rate base recognition in this
proceeding.' (ID at 8).

its directives for usage reduction in the aquifer.

Moreover, the Company expended significant funds

for construction in anticipation of the need of the
bulk users and the region based upon assurances of
the DEP. In order to provide for adequate sharing
of the burden of this new facility, while not giving
either prospective bulk purchasers or the Company

an undue bargaining advantage during bulk contract
negotiations, ALJ McAfoos determined that the
Company should be permitted to defer one-half of
its revenue shortfall occasioned by the Project's
supply sales delay commencing six months after the
issuance of a final Board Decision in this case. (ID
at la).

With regard to the assignment to customers of the

direct costs of the Project, ALJ McAfoos determ-

ined that because the new municipal bulk customers
will take water from all sources of supply, that is,
ground water which is commingled in the Com-
pany's system with Project water, it is inappropriate

to assign the direct cost of the Project to the bulk
customers (ID at 9-10). The Judge found 'that it is
most appropriate to employ a blended rate, which
will put all customers, both franchise and bulk, in a
comparable position. (ID at 10). Therefore, ALJ
McAfoos found that a blended rate is the most ap-
propriate rate to employ for both franchise and bulk
customers.(Ibid.)

With regard to the BPC proposal that bulk custom-
ers should pay less than franchise customers be-
cause large bulk customers traditionally have high-
er load factors, the Judge found the proposal to the

unreasonable and Lmsupported by the record. (ID at

*5 With regard to the Company's proposal to equal-
ize its rates statewide throughout its operational

areas, the New Jersey, Monmouth and Common-
wealth Tari f f  Groups, the Judge found that a

statewide rate be should implemented at this time
since all of the Company's customers receive com-
parable service on a comparable basis. The Judge
reasoned that by distributing the burden of system
improvements to all customers, the relative impact
is decreased. Moreover, because all Company cus-

tomers are benefiting by the relative economies of
scale, system integration and administration which
the unif ied Company produces, al l  customers
should equally shoulder the costs involved. (ID at
12-15).

wi th regard to the Advocate's proposal  of  a
'step-up' rate which would assess an additional
$.50 per thousand gallons to bulk customers who
did not sign up with the Company within twelve
months, ALJ McAfoos determined that the
'step-up' rate was inappropriate and unnecessary at
this time because the DEP's mandate to municipalit-
ies to reduce groundwater usage should serve as
sufficient incentive for the bulk customers to under-
take timely negotiations with the Company. (ibid.)

with regard to the rate phase-in proposals offered
by the Advocate and the BPC, the Judge determ-

ined that no phase-in should be implemented at this
time, and the Company should be afforded full re-
cognition of its investment in the Project. (ID at
17). While the ALJ admitted it is a commendable
undertaking to attempt to mitigate the effect of rate

shock on customers, the ALJ reasoned that the fin-

ancial integrity of the Company must be balanced
against the needs of the ratepayers. That is, the

Judge reasoned that the potential negative impact
on the Company's credit rating which might result

from write-offs of deferrals caused by a rate phase-
in would have to be balanced against a customer

The ALJ also determined that the Company's exist-

ing ratepayers as well as its shareholders should
shoulder the burden of any possible revenue short-
fall caused by delays in signing water supply con-

tracts with the bulk purchasers. The ALJ stated that
although the Company voluntarily agreed to con-
stmct the Project,  i t  did so with certain wel l -
founded expectations that the DEP would enforce
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bill reduction under the Ratepayer Advocate's plan
of less that $3.50 per month. The AL] concluded it
would be short-sighted and inappropriate to risk the
financial integrity of the Company and its ability to
provide safe and adequate service over the long
tern for such a small monthly sum. (ID at 18-19).

can be categorized into three areas: (a) the size of
the Tri-County Project and the appropriate adjust-
ment to the Company's rate base, (b) the appropri-
ate mechanism to recover any additional revenue
requirement related to the Project, and (c) the ap-
propriate allocation of the Project's costs among the

Company's Tariff Groups.

(A) SIZING OF THE PROJECT
With regard to the method of allocating distribution
mains to South Orange Village (the 'Village'), the
ALJ recognized that, pursuant to the findings of the
cost-of-service studies of both the Company and the
Advocate, the Village is not fully supporting its ser-
vice under existing rates. Therefore, given the con-
tractual commitments of the Village with the Com-
pany and its potential to sell excess water to the
Township of Livingston at the ultimate expense of
the Company which currently provides water to
Livingston at a rate higher than that charged to the
Village, the ALJ advised that a five percent in-

crease to the Village, as recommended by Board
Staff, is appropriate. (ID at 19-21).

The Advocate disagreed with the Judge's determin-
ation that the Project's plant size is reasonable (RAe
at 1-3). The Advocate argued that the Project's
treatment plant is improperly sized. The Advocate
argued that the Company has actually constructed a
treatment facility to provide a capacity of 50 MGD,
and not 30 MGD as represented by the Company
(RAe at 2).

With regard to the Manasquan Customers' Group,

ALJ McAfoos determined that, given the magnitude
of the overall increase in this case, it would be in-
appropriate to implement a rate reduction as de-
manded by the Manasquan Customers' Group, not-
withstanding its present over contribution as shown
by the cost-of-service studies submitted by the
parties. On the other hand, the ALJ accepted as
most appropriate the Company's proposal of a zero
increase to the MCG. He stated that in time, the
Manasquan Customers' Group should reach equilib-

rium with the overall system cost of service. (ID at
21-23).

v. EXCEPTIONS

The Advocate argued that the treatment facility can
easily be increased from a 30 MGD rating to a 50
MGD rating with an additional capital investment
of $19 million (Rb at 18) FN2 . The Advocate ar-

gued that if the Company were to construct a facil-
ity of only 30 MGD with no provisions for expan-
sion, the costs would not equal the Company's con-
struction investment of $112 million. The Advocate

determined that using the $112 million investment
figure and adding to that the additional investment
figure of $19 million as computed in the Company's
position above, provides a closer realization of the
full capacity of the Project. The Advocate has
offered a formula to support its position which cal-
culates a weighted capacity for the Project of 42.75
MGD ($112 million/$131 million X 50 MGD). (ID

at 6-7). Using this weighted capacity of the plant of
42.75 MGD, the Advocate calculated that only
$78.4 million of the Company's $112 million in-

vestment in the plant will be used and useful. (30
MGD projected plant output/42.75 MGD weighted
capacity of the Project equals 70%. 70% X $112
million equals $78.4 million).(Ibid.)

*6 Exceptions to the Initial Decision and Replies to
Exceptions were filed by Staff, the Advocate, Com-
pany, Bulk Purchasers Coalition, and the Man-

asquan Customers' Group. Our review of the record
in this matter, including the Exceptions and Replies
to Exceptions , leads us to conclude that essen-
tially, the issues addressed by the various parties

FN1 The Bulk Purchasers Coalition did not provide a
witness with respect to the sizing of the Project.
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However, BPC witness Steven Gayel testified with
respect to the revenue requirement phase-in altern-

ative and suggested that the Company has built a 50
MGD system. He stated that certain internal por-
tions of the plant have been scaled back to provide

the present total of 30 MGD. Mr. Gebel stated that
with a small incremental investment, the system
can be expanded to 50 MGD (BPCT-1 at I5-16).

million gallon raw water reservoir,  the backwash

clarifiers,  the control room, the plant mechanical
shops, the pilot plant laboratory area, the operator's

laboratory, locker rooms and toilet facilities, park-
ing areas, site work, stone drainage, the stone wa-
ter retention basin, sanitary sewers and other com-
parable facilities (PRT-l at 9).

The Company also stated that certain facilities were
constructed to accommodate future growth. These
include the intake pipelines from the Delaware
River, the structure housing the raw water pumps,
the pipeline connecting the raw water pump station
and the treatment plant, the structure housing the
low lift pumps, the structure housing the chemical
storage equipment, an area of operations building to
house one filter and the structure housing the high
service pumps. These facilities cost approximately
$2.4 million and are justified because of the uncer-
tain future availability of suitable land, environ-
mental concerns and cost. (Cb at 18).

The Company argued that the treatment plant is
sized and rated at 30 MGD and is designed to meet

the needs of its existing franchise and anticipated
new bulk customers while complying with DEP
mandates (Cb at 10-11). The Company argued that
the 30 MGD capacity is the smallest practicable
size capable of addressing the requirements of the
Company and the other Tri-County purveyors and
provides the necessary capacity for maximum day
requirements, in-plant use, and unavoidable
pipeline leakage (Cb at ll). The Company asserted

that nearly all of the investment in the treatment
plant was installed to meet the needs of processing
30 MGD and that only few of the structures in the

treatment plant were sized to meet future needs or
expansion (Ce at 1) consistent with prudent engin-

eering practices which demand that future water
supply needs must be considered in planning and
constructing a plant intended to meet the needs of a
rapidly expanding service region (Ce at 2).

Staff, in its Brief; Reply Brief and Exceptions to the

Initial Decision argued that the record supports the
Company's assertion that prudent engineering and
cost considerations dictate the sizing of the trans-

mission pipeline as installed.

*7 The Company stated that the 30 MGD rating is
not merely the result of a restriction on the treat-
ment process caused by the equipment employed,
but is a function of the additional facilities needed
to be employed to bring the facility from a rating of
30 MGD to 40 MGD. Company wi tness  Howard
Woods, P.E., testified that the additional facilities
necessary to upgrade the present 30 MGD facility
to a 40 MGD will require an approximate $15 mil-

lion investment. An additional 10 MGD expansion
from 40 MGD to 50 MGD will require an approx-
imate $4 million investment. (T10/17/95 at 122).

wi th respect  to s izing of the  t reatment  faci l i ty,
Staff believed that consideration must be given to
the water supply needs of the region for which the
Tri-County Project was constructed. Staff pointed
out  that  the  Company wi l l  need to meet  the  de-
mands to serve its customers and the demands of a

region of the State which has experienced signific-
ant  growth dur ing the past  decade.  This  growth
factor, which led to the need for the Project, is ex-
pected to continue. (Sb at 12-16). Staff also asser-
ted that the Company has clearly supported its posi-
t ion as to the sizing of the treatment facil i ty and
that in order to expand the facility by an additional

10 MGD (from 30 MGD to 40 MGD), significant
additions will be needed (Sb at 13).

The Company stated that certain components were

designed and constructed without regard to treat-
ment plant capacity. These facilities include the 15

Staff also argued that certain plant components
which were designed and constructed to service the

©  2010 Thomson Reuters. No Claim to Orig. US Gov. Works.



4
I

1996 WL 210865 (N.J.B.P.U.) Page 7

nesses in a region which has experienced signific-
ant growth and will continue to experience growth

into the future.

treatment facility's 30 MGD capacity are not sensit-
ive to rate capacity within certain limits. They are
the raw water reservoir, clarifiers, site work, con-
trol room, mechanical shops, pilot plant lab, air-
wash at the intake and chemical storage at the in-
take, Although these components can support 100
MGD usage, Staff considered these not to be over-
sized since they are 100 percent required at even 30
MGD (Sb at 13-14).

(B) REVENUE RECOVERY

*8 The ALJ, as indicated above, has determined
that the plant as constructed represents a reasonable
approach to supplying the water requirements of the
South Jersey region, and that the provisions made
for future expansion represents an appropriate for-
ward looking view to insure that small dollar ex-
penditures now will result in more substantial sav-
ings in the future. The Initial Decision supports the
position of the Company.

The witness for the Advocate, Glen Watkins, pro-

posed a seven year phase-in plan. This seven year
plan is to be implemented using tariff riders pub-
lished as part of the rate schedules. Mr. Watkins
stated that this will provide ratepayers with a level

of increases expected each year, and will also
provide the Company a better level of comfort in
that it will be able to collect any deferred revenues.
The proposed tariff rider will not be impacted or
changed by future unrelated increases during the
phase-in plan. (RPA-T-6 at 4, Rb at 41).

We have examined the components constructed to
accommodate future expansion beyond 30 MGD
and believe that the Company exercised good judg-
ment in its sizing of these facilities. Further, our re-

view of the record leads us to conclude that, of
$112 million expended on the Project treatment
plant, only $2.4 million was invested in plant re-
lated to future expansion (PRT-1 at 10), that, in our
opinion, sound engineering and management com-
pels a utility to plan for future growth, and that it is
prudent to maintain some additional capacity for
anticipated growth.

Under the Advocate's plan, the rate for the Project
in year one would be $32186 and increase in year
seven to $38343 (RPA-T-6, Scheduled GAW-

17(S)). This calculates to annual increases of ap-
proximately 2.96% per year (ibid.). Mr. Watkins

also calculated rates assuming the Board denies the
Advocate's used and useful adjustment to plant in
rate base. Those rates would be $32627 in year one
and increase to $42547 in year seven. This calcu-
lates to annual increases of approximately 4.5% per
year. (RPA-T-6, Schedule GAW-I8(S)).

The Board disagrees with the Advocate's witness,
David J. Samuels, P.E., who attempts to impose a
fonnulaic weighted plant capacity. It is unclear as
to the basis or precedent for its use in the detemiin-
ation of capacity. We do not believe that the use of

this methodology in disallowing 30% of the rate
base associated with the plant is well supported
and, therefore, reject its use in this case.

with respect to the financial impact of the proposed
phase-in plan, Mr. Watkins structured the plan to

allow the Company to earn the stipulated rate of re-
turn of 9.23% over the life of the phase-in. The ac-
tual rates of return wit] increase each year from
8.35% in year one to 10.56% in year seven. Mr.
Watkins testified the 8.35% rate of return in year
one will not have a severe impact on the Company's

financial stability because the investors will know
the rates of return in the later years will be higher
than the cost of capital. (RPA-T-6 at 9-10). Lastly,
Mr. Watkins testified that should the Board not re-

cognize the Advocate's used and useful adjustment
to the Project, rate base would be higher and there-
fore, the actual rate of return in year one would be

Therefore, the Board FINDS that the plant is prop-
erly sized to allow the Company to meet its obliga-

tion to serve and to have a level of extra capacity in
order to meet the demands of new homes and busi-
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8 . 05%  a nd  i ncr e a s e  i n  ye a r  s e ve n  t o 11 . 06% .
(RPA-T-6, Schedule GAW-18(S)).

non-franchised customers. It raised this concern in
previous base rate case proceedings when the Com-
pany sought and failed to receive an allowance for
Construction Work in Progress (CWIP). However,
since the Project facilities are about ready to go into
service, CWIP is no longer a viable alternative (
Ibid.)

*9 The witness for the Bulk Purchasers Coalition,
Steven Gabel, testi f ied that in his opinion the
Project has been built with a total daily capacity of

30 MGD, but the plant and its transmission system
are in essence a 50 MGD system (BPCT-1 at
15-16). He stated that certain internal portions of
the plant have been scaled back to provide the

present total of 30 MGD. Mr. Gabel stated that with
a small incremental investment, the system can be
expanded to 50 MGD. (Ibid.)Therefore, any long
term pricing policy to set initial rates for service
from the Project should recognize the economies of
scale associated with these assets (BPCT-1 at 16).

The Company, subsequently, retained outside ex-
pertise to review various alternatives, including a

phase-in approach for the Project costs. Based on
that review, the Company determined that a phase-
in approach would create unacceptable con-
sequences in financial reporting for the Company.
The Company's witness, Michael J, Hamilton, testi-
fied that the Statement on Financial Accounting
Standard No. 92 (SFAS No. 92) does not prohibit
the use of a rate phase-in of Project costs, but it
does restrict how a utility may book phase-in de-
ferred costs for financial reporting purposes, Under
SFAS 92, even with Board approval, the Company
stated that it would be prohibited from booking any
deferred costs for financial reporting purposes. (Cb
at 52). As stated by the Company, the underlying
rational of SFAS 92 is the uncertainty that future
Boards will honor the commitment made by a pre-
vious Board to ensure recovery of deferred costs. (
Ibid.)

The BPC's witness Gebel further argued that by the
use of a phase-in approach the capital recovery of
the Project will grow over time, The Company will
earn the same return over time as traditional ratem-
aking but recovery is deferred, with interest, so that
the Company's recovery of carrying charges on its

capital investment more clearly matches the utiliza-
tion of the Project. (BPCT-1 at 19). Mr. Gebel sug-
gested the use of a 25 year phase-in and an initial
rate established at $3.07. This $3.07 initial rate will
increase 3% per year and after the 25 year period
the Company wil l  be kept  whole.  (BPCT-1 at  20
and Exhibit  SG-3).  This phase-in proposal would
result in approximately $58 million being deferred
in the  fi r s t  nine  years  of the  Project  before  the
cross-over  in posi t ive income occurs in the year
2005 (ID at 17).

The Company maintained that it  is entitled to full
recovery of the investment and expenses associated
with the Project. The Company believed that recog-
nition of its investment in the Project should come
from customers using the Project, whether franchise
or bulk sales, with recovery based upon the usage

of each type of customer.

*10 The Company argued that the restriction on re-
porting deferred cost recovery imposes drastic con-
sequences for the Company and for other investor-
owned water  ut i l i t ies  in New Jersey.  Under  the
Bulk Purchaser Coalition's phase-in plan, the Com-
pany has estimated that it would be required to re-
port a $32 million loss net of income and GRAFT

taxes (Cb at  50) .  Under the Advocate 's  phase-in
plan, the Company has estimated that it  would be
required to report a $10 million net loss using the
used and useful  approach and,  a $14 mil l ion net
loss using the full recognition approach. The Com-
pany has  asser ted that  repor t ing such projected

losses,  along with i ts corresponding reduction in
earnings, would, in the financial market's outlook,

cast  the Company in a negative l ight.  (Cb at  62).

The Company is also concerned about the impact
the cost recovery associated with the Project has on
existing franchise customers and to initial rates for

©  2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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Additionally, the Company's credit related indicat-
ors would likely fall raising the risk profile of the
Company and increasing the cost of the Company's
debt and equity capital (Cb at 55-61).

cing the interests of the ratepayers and the financial

needs of the Company, he states that it would be
short-sighted and inappropriate to risk the financial
integrity of the Company and its ability to provide
safe and adequate service over the long tern (ID at
18-19).Lastly, the Company asserted that a phase-in con-

stitutes improper rate-making because it burdens
future ratepayers with costs that rightfully belong
with present ratepayers served by the Project, The
Company argued that 'the time has come to deal

with [Tri-County Project]  rel ief ,  i t  cannot and
should not be put off to some future time.' (Cre at

6).

Staff argued that the Company is entitled to addi-
tional annual revenues i n the amount o f
$33,486,000, reflecting the traditional approach for
the recovery of the Company's full Project invest-
ment of $186,000,000, on the stipulated rate of re-
turn of9.23% (Sb at 23).

*ll The Board, after review of the entire record

herein, FINDS that the full revenue requirement at-
tdbutable to the Tri-County Project should be re-
cognized for rate purposes with no phase-in, and
concurs with the ALJ's Initial Decision on this is-
sue. We are concerned that any phase-in plan would
not only result in the deferral of real earnings, but
also could result in the inability of the Company to
recognize for financial reporting purposes any rev-
enue deferred as part of the phase-in. The Company
has stated that if the Board were to accept a phase-
in plan, there would be an immediate write-off re-
quired of the deferrals created through the phase-in
plan. This would require the Company to recognize
a loss in any period full recovery is not provided.

Staffs analysis of the approaches set forth by the
parties in this proceeding and their effects upon

ratepayers, the Company and its shareholders, led it

to conclude that in order for a phase-in plan to
properly benefit all parties it would have to be
spread out over a long period of time. However,
they pointed out that the phase-in plan proposed by
the BPC's witness, Mr. Gabel, would have the
Company deferring approximately $58 million of
its revenue requirement over the first nine years of
the Project or approximately 2 full years of revenue
requirement applicable to the Project. Similarly, the
phase-in plan proposed by the Advocate's witness,

Mr. Watkins, would have the Company deferring
approximately $26 million of its revenue require-
ment during the first three years of the phase-in.
(Sb at 24).

We are also concerned with the impact a phase-in
could have on the credit rating of the Company. A
downgrade from the Company's cLu'rent 'A' rating

category to the 'BBB' rating category would obvi-
ously increase future borrowing costs. Staffs estim-

ate is that the interest rate spread between the single
A rating and the triple B public utility debt is ap-
proximately 40 basis points under the current favor-
able market conditions. The Board has always re-
cognized that utilities must have access to needed
capital on attractive terms under all market condi-
tions so as to assure continued safe, adequate and
proper service. The Board is cognizant that once a
utility's debt is downgraded, it normally takes con-
siderable time and expense to regain the financial

position necessary to justify an upgrade (PRT-6 at
7). We believe that it is not appropriate to require
the Company to defer revenues for the Project, thus

facing not only a loss of earnings, but a write-off of
reported earnings during the initial periods of any

adopted phase-in plan.

Judge McAfoos, in his Initial Decision, recom-
mends that the Company receive full recognition of

the investment in the Tri-County Project and that
no phase-in be employed (ID at 19). He points out
that any phase-in plan adopted by the Board would

force the Company to recognize a loss in any period
full recovery was not provided (ID at 17). Balan- (C)  ALLOCATION OF COSTS - STATEWIDE

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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RATE

Ini t i a l ly,  the  Advocate  accepted the  concept  of
statewide equal izat ion of the rates for  the Com-
pany's three tariff groups, namely, the New Jersey
Tariff Group, the Monmouth Tariff Group and the
Commonwealth Tariff Group, and proposed a fixed
charge of $5.75 a month for all 5/8 inch meters and
a volumetric charge of $37752 per thousand gal-
l ons  of  wa t e r  sol d .  The  Advoca t e  d ropped  t he
concept of statewide rate equalization opting for

phase-in of rates for the New Jersey Tariff Group
and differential rates for both the Commonwealth
and Monmouth Tariff Groups. (Rb at 60-61). It also
argued that it is inappropriate to assign the direct
cost of the Project to the bulk users.

Board Staff accepted the statewide rate equalization
concept but priced all 5/8 inch meters at the rate of
$6.72 on a monthly basis and a volumetric rate of
approximately $3.68 per thousand gallons of water
sold. Staff argued that neither the Company's nor
the Advocate's cost of service study was truly rep-
resentative of all the various cost categories which

should have been included, and the appropriate al-
location of those categories (ID at 14). It also op-
posed a direct assignment of half of the Tri-County
Project costs as proposed by the Company (Sb at
36). Staff disagreed with the BPC's assertion that
wholesale rates should be 6.5% lower than retail
because BPC customers wi l l  not take the ful l
bundle of services, for several reasons: the record

reflects that four of the BPC's members do in fact
rely upon the Company's local distribution and stor-
age facilities, no evidence exists as to what kinds of
services BPC members will need since no contracts
have been signed, and the wholesale customers
whose rate designs the BPC points to as examples,

South Orange Village and the Manasquan Custom-
ers' Group, take service under differing conditions
from the BPC customers. (See at 5-6).

The BPC objected to assigning the direct costs of
the Tri-County Project to bulk, or wholesale, cus-
tomers. The BPC argued that its water should be
priced according to the average cost of all the Com-

pany's sources of water and not just the Tri-County
water. (BPCT-1 at ll-13). In addition, the BPC ar-
gued that appropriate cost based wholesale rates
should be lower than retail by 6.5% to reflect back-
ing out the costs of small mains and local storage,
service elements which wholesale customers do not

take, but which were included in the Company's
cost of service study. (BPCe at 1-10).

ALJ McAfoos concurs with Staffs  posi t ion,  con-
cluding that 'neither the Company's nor the Advoc-
ate's cost of service study presented a clear cut and
appropriate view of cost allocation which should be
made in the context of this case.' (ID at 14). And he
concluded that water from all sources of supply will
be used to serve the new municipal bulk customers
and the franchise customers of the Company.

*12 The Company proposed rate equalization for its
three tar i ff groups.  Statewide rate  equal izat ion
would conclude a process that  was begun by the

Company in 1988 when the present  New Jersey
American Water Company was formed by merging
New Jersey Water Company, Commonwealth Wa-
ter Company and Monmouth Consolidated Water
Company into one entity. (PT-2 at 7-10, PT-10 at
12-17).  The Company proposed a statewide fixed

service charge for  5/8 inch meters of $7.70 on a
monthly basis and a volumetric charge of $3.7786
p e r  t h ou s a n d  ga l l on s  of  wa t e r  s ol d  ( PT- l 0  a t
19-21).  However,  the Company also proposed to

assign one-half of the Project facilities to the New
Jersey Tariff group (PT-10 at ll).

The Board FINDS the ALJ's rationale persuasive
and will  adopt a statewide rate for the Company.

We agree that the retail customers of the Company
should be treated in the same manner as the retail
customers of the bulk purchasers in that each cus-

tomer's rate will reflect a blend of Tri-County water
with existing groundwater supplies.  Water which

will  be sold to the bulk customers will  not be se-
gregated according to whether or not it  originated
fr om t he  Tr i -Coun t y Pr oj ect  or  f r om a l l  ot he r
sources of supply. Groundwater and Project water

©  2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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will be commingled and sold to all customers. Fi-
nally, based on the record, we agree with Staff that
the BPC's rationale for receiving a special discoun-

ted rate is not persuasive.

*la As indicated above, we have reviewed the en-

tire record in this matter including the Initial De-

cision of ALJ McAfoos, and we have addressed the
issue of the sizing of the Tri-County Project and the
appropriate adjustment to the Company's rate base,
the mechanism to recover any additional revenue

requirement related to the project, and the appropri-
ate allocation of costs among the Company's Tariff
Groups. In summary, therefore, and based on the
foregoing, the Board FINDS the Initial Decision
and Stipulation to be reasonable, in the public in-
terest, and in accordance with law, and with one ex-
ceptiOn more fully set forth below, HEREBY AD-
OPTS and accepts the Initial Decision and Stipula-
tion as its own, incorporating by reference their
terms and conditions as if fully set forth at length
herein.

VI. THE M4NASQUAN CUSTOMERS' GROUP

The record shows that the Company, Advocate and

the MCG each presented a cost of service study
which demonstrated that the MCG customers were

paying 22.97% (PT-10, Schedule A),  20.93%
(MCGb at 2), and 28.49% (MCG-SOV-2), respect-
ively, in excess of the cost to serve them. Accord-

ing to MCG calculations, the impact on the MCG

on an annual basis utilizing these cost of service
studies is between $611,633 and $831,071 (MCGb
at 3). No party has disputed the fact that the MCG
is being overcharged, All three cost of service stud-
ies utilize the base-extra capacity method of alloca-
t ion as recommended by the American Water
Works Association to allocate costs. In our opinion,
the allocation of costs is a matter of judgment and
there is no guarantee of precisely reflecting the cost
of service in each tariff group or to each customer

or customer group. While we are of the opinion that
the Company's cost of service study more appropri-
ately reflects the proper allocation to this customer

group, we point out that this is but one criterion that
must be considered by the Board in balancing the
needs of the Company and its various customers.
Therefore, we conclude that some movement to-
ward elimination of the overpayment is warranted
in this case, and have determined that a reduction of
one-half of the overpayment as reflected in the

Company's cost of service study (from 22.97% to
11.5%) is reasonable and should be implemented
for service rendered on and after the date of this Or-
der. The effect of this reduction on the Company's
General Metered Service customers is approxim-
ately one cent per thousand gallons ($.0l). We note
further that the Manasquan Customers' Group is not
foreclosed by this Order from arguing in future rate
cases for additional relief.

As noted above, ALJ McAfoos recommended that
the Manasquan Customers' Group rates should be
maintained at their current levels given the mag-
nitude of the increase to the Company's other cus-
tomers (ID at 23), This position was proffered by
the Company and supported by Board Staff The
Advocate recommended increasing MCG rates by

4.32% even though the Advocate's own cost of ser-
vice study showed that the MCG contributes reven-
ues to the Company well in excess of the Com-
pany's cost of service. The MCG proposed, among

other things, that the rates for unintemlptible ser-
vice be rolled back to reflect the true cost of serve

as set forth in the MCG cost of service study. They
argued that continuing an excessive Manasquan rate
to ease the burden on the Company's retail custom-
ers favors those customers over the Group's retail

customers by asking the Group to pay for costs of
facilities that do not serve them.

*l4 Further, the Board ORDERS the Company to

certify both the cost of the Tri-County Project and
the date the Project is ready to be placed into ser-
vice, with rates to become effective for service

rendered coincident with the in-service date of the
Project. In the event that the final cost certification
shows the Project cost estimates used in establish-
ing the rates in this instant matter are different than

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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Morristown, N.J. 07962-1986

Raymond E. Makul, Esq. 881 Berkshire Valley
Road Wharton, N.J. 07885

the actual cost, the Board DIRECTS Petitioner to
provide a detailed reconciliation to all parties in
this proceeding. Any differences will be adjudic-
ated in the Company's next base rate case. The
Company has submitted tariffs to reflect the forgo-
ing. They have been reviewed and are acceptable,
Consequently, the Board ADOPTS the Company's
tariff effective for service rendered on and after the

in-service date of the Project as certified by the
Company. DATED: April 1, 1996

William Livery Jr., Esq. Davis, Reberkenny & Ab-
ramowitz 499 Cooper Landing Road Box No. 5459
Cherry Hill, n.J. 08002

Rachel Boylan, DAG Joseph Quirolo, DAG Dept.
Of Law & Public Safety Division of Law 124 Hal-

sey Street P.O. Box 45029 Newark, N.J. 07101

Drew Bauman, Esq. Swain, Dennen, Bauman &
Keszler Brinkley Plaza-Bldg. #2, Box 1380 3100
Highway 138 Wall, N.J.07719

Walter Braswell, Esq. Elizabethtown Water Co.
600 South Avenue Westfield, N.J. 07091-0788

Eugene P. Provost, DAG Dept. Of Law & Public
Safety Division of Law 124 Halsey Street P.O. Box
45029 Newark, N.J. 07101

While I am in general agreement with the majority
in all other respect and on all other issues, includ-
ing but not limited to the Company's revenue re-
quirement, rate base, rate of return, statewide rate
equalization, and allocations, I reluctantly dissent
from the majority decision in this matter because I
believe that the rates of the Manasquan Customers'
Group should be reduced by 22.97%, rather than

the 11.5% adopted by the majority. There is no dis-
agreement among the parties that the Manasquan
Customers' Group is contributing revenues well in
excess of the Company's cost to service, and I be-
lieve that fairness and sound principles of ratemak-
ing require a reduction in the rates of the Man-

asquan Customers' group to reflect cost of service
at this time. CARMEN J. ARMENTI COMMIS-

SIONER

FOOTNOTES

New Jersey, American Water Company Base Rate

Case

FNI Exceptions and Replies to Exceptions
of Staff, Ratepayer Advocate, Company,
Bulk Purchasers Coalition and the Man-

asquan Customers' Group shall be referred
to respectively by the following abbrevi-
ations: Se and See, RAe and RAre, Ce and
Cre, BPCe and BPC re, and MCGe and
MCG re.

Blossom A. Peretz, Director Anthony Francioso,
ADPA Andrew Dembia, ADPA Kurt Lewan-

dowski, ADPA Div. of the Ratepayer Advocate 31
Clinton Street, 11th Floor P.O. Box 46005 Newark,

N.J. 07101

John Bigelow, V.P. New Jersey American Water
Co. 500 Grove Street Haddon Heights, N.J. 08035

FN2 Initial Briefs and Reply Briefs of
Staff, Ratepayer Advocate, Company, Bulk
Purchasers Coalition and the Manasquan
Customers' Group shall be referred to re-
spectively by the following abbreviations:

Sb and Srb, Rb and Rrb, Cb and Crb, BP-
Cb and BPCrb, and MCGb and MCGrb.

Bruce Edington, Esq. Robinson, St. John & Wayne
Two Penn Plaza Newark, N.J. 07105

Edwin Matthews, Esq. Matthews, White, Giacumbo
& Fischer P.O. Box 1986 163 Madison Avenue

END OF DOCUMENT
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Arizona American Water actions through May be. 2010 to have a dialogue with
customers and key officials and to create opportunities for customers to provide
feedback on rate and system consolidation

A. The Company attended meetings with the following public entities. The meetings were
advertised and open to the public and the Company gave presentations I briefings on rate
consolidation.

District
Sun City West
Sun City West
Sun City West
Paradise Valley
Paradise Valley
Tubac
Anthem
Havasu
Youngtown

Date/ Location
3-08-10 PORA Office
3-31 -10 PORA Of'fice
4-28-10PORA Office
3-03-10 PV Town Hall
4-14-10 PVTown Hall
a-22-10 Santa Cruz Valley Council
3-24-10AnthemCom Council
4-10-10 Desert Hills Comm.Assoc.
4-12-20 Youngtown Council Meeting

Materials Provided
FBC't sheet'
Fact Sheet
Fact Sheet
Fact Sheet/ Excerpts
Update on Consolidation
Fact Sheet
Fact Sheet
Fact sheet"
Fact Sheet

Hosting Entitv / Attendees
PORA Board Members
POFlA Water subcommittee,Public
PORA Water subcommittee, Public
TownCouncil, public
Town Council, Public
Citizens Council, Public
Anthem Council, Public
Association,Public
Town Council, Public

Note: The Company requested to participate in a joint meeting with the Sun City Tax Payers
Association, Sun City Home Owners Association (SCHOA), Sun City Recreation Centers, and Sun
City West Property Owners and Residents Association (PORA) which was scheduled for March 12,
2010, but the group rejected our participation in the meeting, subsequently cancelled the meeting, and
it was not rescheduled. The group was provided copies of the rate consolidation fact sheet. The
Company is still willing and interested to meet with this group.

B. Company met with Arizona Corporation Commission Stafl' at ACC on Friday December 11,
2009 to discuss a way forward on community outreach on rate consolidation and shared the
consolidation fact sheet.

C. Company hosted rate consolidation training and workshop on February 10, 2010.

All interveners to the consolidation matter were invited. The half-day meeting was attended by
representatives of nearly every intervener. During the meeting, the Company presented and explained
the rate consolidation model it developed, answered questions about the model, and invited discussion
on rate consolidation in general. Copies of the model were provided to all interveners. Attached is the
attendee sign-in sheet from the workshop.

D. Company held Community Open Houses at its facilities on rates, rate consolidation, water
quality, water conservation, and other issues of interest to our customers.

Agua Fria District - Saturday, January 9"', 2010
Sun City/Sun City West - Thursday, January 141l', 2010
Anthem - February 20"', 2010
Paradise Valley / Scottsdale- Saturday May 22"", 2010.

The Rate Consolidation Fact Sheet was provided at all open houses and was enlarged and featured at
three open houses. Company representatives were available to discuss rate consolidation.

Information and Consolidation Fact Sheet provided to reporters:
Daily News Sun Reporters/ Sun City & Sun City West: Erin Turner and Jeff Dempsey
Arizona Republic Reporter/ Covers Anthem: Betty Reid

1 Attached is  the Rate Consol idat ion Fact Sheet .
Dis t r ibuted by Desert  H i l ls  Counc i l  Pres ident ,  Company not  in  at tendance.
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Paradise Valley / Scottsdale Independent Editor Zach Collick & Dan Quigley
Tubae - Nogales International / Green Valley News Reporter Kathleen Vandervoet
Mohave Daily News Reporter Heather Smathers

Arizona American Water first provided rate consolidation information at previously scheduled
meetings on other topics to:

O
o
O
o

Anthem Community Council Water Subcommittee Meeting November 5,2009
Sun City HOA (SCHOA) meeting and information for newsletter November 18, 2009
Anthem Community Council Presentation on December 15, 2009
Paradise Valley Water Committee on December 2, 2009 and January 6, 2009

Meetings were held with State representatives to brief them on rate consolidation:

o
o
o
o
O
o

Senator Bob Burns (Distriet 9) 4-1-10
Representative Rick Murphy (District 9) 4-1-10
Senator David Brasweii (District 6) 4-12-10
Representative Sam Crump (District 6) 8-26-09
Senator Pamela Gorman (District 6) 10-27-09
Representative Carl Seen (District 6) 12-01-09

• The media was in attendance at most public meetings which usually resulted in a written news
story.

• Company used other community opportunities to share information on rate consolidation and
answer customer questions:

o
o
o
o
O
o

Bullhead City Health Fair 10-23/10-25-09
Sun City West Health Fair 10-1-09
Sun City West Fire Days 10-05-09
Youngtown Days 10-10-09
Anthem Autumn Days 10-25-09
Sun City West Family Fair 10-25-09

The Commission's required public notice on rate consolidation was mailed to each customer, in
all districts.

• Rate Consolidation Fact Sheet is posted to Arizona American Water's website and passed out
at most all events.

Dedicated email address (azrates@amwater.com) disseminated and used to answer questions
from customers.

• Direct phone numbers for both Rates Director Thomas Broderick (628) 445-2458 and External
Affairs Manager Joni McGlothlin (623) 445-2458 were provided to the public. External Affairs
Manager phone is forwarded to her cell when out and also listed on our website
www.azamwater.com.
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• Company employees received many e-mails and telephone calls directly from
customers, especially Sun City, and responded to many of them individually.



WATER & WASTEWATER
RATE CONSOLIDATION

A R IZ o N A
AMERICAN WATER

Q. what Is water and wastewater rate consolidation?

A. Currently, Arizona American Water's rates are unique for each
of its geographic districts as a result of district specific rate cases
before the Arizona Corporation Commission ("ACC"). The existing
rates reflect the differing cost to serve each geographic area. Rate
consolidation is the process of averaging the differing rates for each
district into a single rate for comparable customers (i.e., residential
customers). Therefore, instead of charging a different rate to
customers in, for example, Tubac, Bullhead City and Sun city, those
customers would all pay the same rate for the same water usage.

Q- When will the Acc evaluate rate consolidation for
Arlzona Amerlcan Water?

A. The ACC ordered its Staff prepare and submit a rate consolidation
proposal in early 2o1o. Arizona American Water will likewise file
a proposal in response to the Arizona Corporation Commission staff's proposal. If a consolidation proposal is
ultimately approved by the Acc, rates may be consolidated as soon as 2011.

Q. Does rate consolidation already occur In Arlzona?

A. The gas, electric, and telephone rates for Arizona's major utilities are already consolidated across large
geographic areas. The U.S. postal Service's rate are uniform across the nation. Such consolidation is now non-
controversial and widely accepted as benefiting customers.

APS' electricity rates are applicable state-wide, despite the fact that there are significant differences in local cost
of service to customers in phoenix versus customers, for example, in Flagstaff. There are also sections of Aps'
service territory which are not contiguous (e.g., Yuma).

But aren't gas and electricity different from water because they distribute a common
source of energy and are interconnected?

A. Arizona American Water's source of water is increasingly from the Colorado River. It is now a sole or partial source
of water for our Bullhead City, Havasu, Agua Fria, Anthem, Paradise valley, Sun City and Sun city West districts. This
common source of water is similar to the common source of energy used by gas and electricity utilities.

0
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Q. In what situations would rate consolidation positively Impact customers of Arlzona
Amerlcan Water?

A. In the long-term, rate consolidation would help ease the rate increase burden of building new or replacement
infrastructure in your district, especially in an era of increasingly strict water quality standards issued by the EPA
pursuant to the Safe Drinking Water Act. Consolidation spreads infrastructure costs over all customers. All districts
will eventually benefit even if some districts benefit more or less initially in the transition.

Q. How would rate consolidation benefit Arlzona American Water?

A. Rate consolidation would simplify and improve communications with customers about rates, rate cases and rate
increases. It would also reduce administrative costs, including rate case expenses for both Arizona American Water
and the Acc. Arizona American Water already operates as a single company.

Q- Would consolidation be good for the state of Arlzona?

A. Consolidation promotes public health and safety for small water systems by eliminating discrimination on the
basis of the size or rural location of a community. It also promotes positive economic development in Arizona.

Consolidation helps small systems become more reliable by integrating them into larger systems.

Have an opinion or question or want more information?

We encourage you to share your thoughts with us or ask questions by e-malllng azrates@amwater.com
(subject line "rate consolIdation"). you may also contact Joni McGlothlln, Manager, External Affalrs at
(623)445-2456 or Tom Broderlck, Dlrector, Rates & Regulatlon at (623)-4-45-2458.

A R I z 0 N A

AMERICAN WATER
WE CARE ABOUT WATER. IT'S WHAT WE of.
(800)383-0834 • www.arizonaamwater.com
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ANTHEM COMMUNITY COUNCIL'S RESPONSES TO
ARIZONA-AMERICAN WATER COMPANY'S SECOND SET OF DATA REQUESTS

Docket Nos. W-01303A-09-0343 and SW-01303A-09-0343
April 9, 2010

AZW 2-1 Concerning the Staff recommendation to base wastewater rates on winter water
usage, please respond to the following questions:

Do any of the Anthem community's rules and regulations, including but not
limited to, those of its home owner associations, require residents or other
entities to maintain lawns during the winter months? Yes.

b. If the response to (a) is yes:

(i) please provide the specific rules and regulations that require winter
lawns (including overfeeding).

(ii) are those rules and regulations still in effect?

(iii) is there an effort or consideration to eliminate such requirements?

Did all entities/individuals in Anthem maintain required winter lawns in the
2009/2010 winter months?

Is painting of lawn areas green permitted? If so, when approximately did that
practice begin? If so, which entities/individuals have painted its/their lawns
during the winter months?

RESPONSE: a .  Yes .

b. If the response to (a) is yes:

( i )  At t a ched a r e t he Des ign Gu idel ines  for  a l l  t hr ee Homeowner s
Associations - Parkside, Country Club, and Village. Please reference page
13 of the Country Club Design Guidelines and page 17 of the Parkside
Des ign Gu idel ines .  T her e a r e a lso des ign gu idel ines  for  wor ship ,
commercial, and retail centers.

(ii) Yes.

(iii) No. However, exceptions have been made as follows:

Country Club Notes: During 2009, the Country Club started to approve the
use of artificial turf.

c.

a.

d.

31
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Parkside Notes: The Anthem Parkside Residential Design Guidelines do
require homeowners to oversees for winter lawns as stated on page 17,
section C paragraph 1. (If a warm season grass that goes donnant in
winter is used, overfeeding with rye is required). For the winter of 2009
the Parkside Board of Directors approved taldng one year off for
overfeeding Parkside pocket parks as well as allowing the residents the
option to do the same only for this one winter to allow grass areas to get
healthier. With this one exception, the overfeeding requirement is still in
effect.

Anthem Community Council: A year ago the Council did not oversees the
sports fields, however, the community was not supportive of the concept
and therefore it is unlikely to be approved again in the future. At the time
it was not a budget move, the Council let the turf go dormant to improve
the health of the summer turf. This last winter the Council did oversees
Council property. The Council has winter rye grass from September 15
through about the end of April to mid May, so it has winter turf for 6 to 7
months and Bermuda turf for 5 to 6 months. The Council may have the
opportunity to drop the summer turf in favor of the winter rye to coincide
with the times that our facilities are used the most.

It is the responsibility of HOA Property Maintenance staff to enforce this
requirement in the residential areas. Exceptions are noted above.

d. Painting of lawn areas green is not allowed.

c:\L1scrs\augela\<.1ocume11ls\]arry\sacks tierney\a11tl1e1I1 colmnunity cou11cil\09-0343\co until responses to aawc Dr 2.doc
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DESIGN GUIDELINES

FOR
THE VILLAGE AT ANTHEM CONDOMINIUM

OCTOBER 1, 2004

......_......»...............

Every owner of a Unit within The Village at Anthem Condominium is a member of The Village
at Anthem Council of Co~Owners (the "Council"), the entity responsible for the management of
all Common Elements as well as administration of the affairs of the community. The Council is
created by the recording of the Declaration of Covenants, Conditions, and Restrictions and
Easements for the Village at Anthem Condominium (the "CC8~RS"). Capitalized terms not
specifically defined herein shalt have the meanings given to such terms in the CC&Rs. The
CC&Rs set forth procedures, rules, a nd regulations that govern the community. The Design
Guidelines and Rules and Regulations are an extension of the Cc8tRs and are designed to be
used in harmony.

The Board of Directors of the Council (the "Board") is charged with the responsibility for
overseeing the business of the Council and has a wide range of powers. The Design Review
Committee (the "Committee") is established by the Board to review all improvements within the
community, including new construction and modifications to existing properties.

The Design Guidelines ("Guidelines"), as set forth in this document, shall interpret and
implement procedures for the Committee's review and standards, including, but not limited lo,
architectural design, placement of buildings, landscaping, plant selection, color schemes,
exterior finish and material, Signage, and wall design. The Guidelines are intended to enhance
property values and the high standards of development that exist within The Village at Anthem.
Unless specifically identified as not requiring submittal for approval within these Guidelines,
prior approval from the Committee is required for as changes, alterations, or additions to a lot or
a Unit.

PRIOR To THE COIVIIVIENCEIVIENT OF CONSTRUCTION OR INSTALLATION, ALL PLANS
MUST BE SUBMITTED, IF REQUIRED, TO THE COMMITTEE. APPROVAL TO PROCEED
SHALL BE REQUIRED IN WRITING FROM THE COMMITTEE. FOLLOWING THESE
GUIDELINES DOES NOT ELIMINATE THE NEED FOR SUBMISSION OF PLANS (UNLESS
SPECIFICALLY NOTED).

APPLICATION PROCEDURE

Submittal
Application and plans (which will be kept on file with the Council) should be mailed to:

THE VILLAGE AT ANTHEM CONDOMINIUM
3701 W. Anthem Way
Anthem, AZ 85086
(623) 742~60201 Fax (623) 74246170

The following information should be included with the submittal:

THE VILLAGE AT ANTi"iEM CONDOMINIUMS Design GuidellneslArchileclurai Rules
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1. Application Form - Design Review Form: A completed application form is attached
(copies may be obtained from the management office).

2. Elevation Plans: Plans showing finished appearance of improvement in relation to existing
dwelling.

3. Specifications: Detailed description of materials to be used and color samples, and
dimensions must be submitted.

4. Photograph: If submittal is for an existing structure or improvement, a photograph of the
structure or improvement must accompany the submittal application.

It is the owner's responsibility to ensure that all buildings, structures and other improvements
erected within The Village at Anthem, and the use and appearance of all land within The Village
at Anthem comply with all applicable City, State, County and Federal requirements as well as
the Declaration for Anthem, the Declaration for Anthem Parkside, and these Guidelines. The
Committee, the management company and the Council assume no responsibility for obtaining
these reviews and approvals.

REVIEW: APPROVAL ANDIOR DENIAL

The Committee shall have forty-five(45) days after submittal of plans to approve or deny
plans. No verbal approvals/denials will be given by the community manager or the management
company. All decisions will be mailed via US Mail.

Review and approval or disapproval will include, but is not limited to, consideration of material,
quality of workmanship, colors, and consistency with the external design and color of e>dsting
structures on the lots. The location of the improvement with respect to topography and finished
grade elevation is also considered.

Neither the Committee, nor the Board, nor the Declarant shall have any liability in connection
with or related to approved plans, specifications, or improvements. The approval of the plans
does not mean that judgment is passed on the structural soundness of the improvement nor its
effect upon existing or future drainage. The review of the plans is for aesthetic purposes only.

Appeal
Any appeal of the Committee's decision must be submitted in writing, within thirty (30) days of
the mailing date of the Committee decision to:

Tl~[E VlLLAGE AT ANTHEM CONDOiVliNIUIVi
3701 w. Anthem Way
Anthem, AZ 85086
(623) 742-6020 / Fax (623) .742-6170

THESE RULES MAY BE AMENDED FROM TIME To TIME BY A MAJORITY VOTE
OF THE BOARD.

THE VILLAGE AT ANTI-:EM CONDOMINIUMS Design Guidelines/Architectural Rules
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DESIGN GUIDELINES

ANTENNAS
No antenna or other device for the transmission or reception of television or radio signals or any
other form of electromagnetic radiation (including satellite or microwave dishes) may be
erected, used or maintained at any Unit or Limited Common Element without the prior written
approval of the Committee. The location of any such antenna or other device shall be governed
by Section 207 of the Telecommunications Act of 1996, provided, however, that in all instances,
the placement of such devices, if approved, shall be in the least visible and conspicuous
manner possible without interfering with the viewer's ability to receive signals.

AWNINGS .
The Committee must approve all awnings. Only specific designs are permitted. Awnings are
only permitted to be installed on the side and/or rear of the home. All awning submittals must
include a drawing/picture with the location of the proposed awning installation. A sample of the
material to be used, along with the color and design of the proposed awning is required. Owner
is responsible for maintenance and repair of awnings. The Council retains the right to determine
when an awning must be repaired and or replaced due to weathering, fading, tearing, ripping,
etc,

BASKETBALL GOALS
Due to the nature of the community, basketball goals are not allowed,

BICYCLES
Bicycles must be stored inside home or in parking garage.

CLOTHESLINES
Clotheslines are not permitted.

l
'~1.

1

CONSTRUCTION
Due to the close proximity of neighbors and in consideration of neighbors, all construction by
owners must be completed between the hours of 8:00 a.m. and 5:00 p.m., Monday through
Friday only. Permit for approved modification is required..

AMERICAN FLAG
No freestanding flagpoles are allowed. Maximum size of the flag shall be three feet by five feet
(3' x 5'). Wal! mounted flagpoles shall be a maximum of five feet (5') long with attaching
brackets painted to match the structure to which they are attached. Only one (1) pole-mounted
flag will be permitted per residence or lot. All poles and flags must be maintained in excellent
condition according to The United States Ffag Code, Title 4 U.S.C. §§ 4-10. it will be the
responsibility of the owner or resident of the lot on which the flag is displayed to do so with
proper respect and flag etiquette.

SEASONAL AND DECORATIVE FLAGS
Seasonal and decorative flags that are to be mounted on a Unit require Committee approval.
Seasonal flags must be removed within thirty (30) days after the date of the holiday to which the
flag pertains. Flags must be maintained in good condition at all times. Flags that are torn,
ripped, faded, etc., are subject to fines and removal.

i

THE VILLAGE AT ANTHEM CONDOMINIUMS Design Guidelines/Architectural Rules
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HOLIDAY AND SEASONAL DECORATIONS
Holiday seasonal decorative lights may be displayed between November 15 and January 15
Seasonal decorations may be installed thirty (30) days prior to the holiday and must be
removed within fifteen (15) days after the holiday.

DRAINAGE
No owner or resident shall interfere with or obstruct the drainage pattern over his Unit or the
Common Elements as that pattern may be established or altered by Declarant.

EXTERIOR MAINTENANCE
Owners are responsible for contacting the property management company for preventative
maintenance to the exterior of the Units. If the owner neglects his or her responsibilities for
maintaining their property, they wilt be subject to repairing the damage at their expense.
Contact the property management company immediately for any repairs to the roof upon
noticing a leak. it is up to the owner to periodically inspect the exterior of their Unit for damages
and to contact the management company so that the owner will not be held responsible for the
repairs. The Council is not responsible for exterior window cleaning, concrete or asphalt
driveway cleaning, dusting of buildings or patios.

EXTERIOR CHANGES
All proposed exterior changes to any Unit must be submitted to the Committee for approval.

FENCES AND WALLS INCLUDING DECORATIVE WALLS
No modification of fences or walls is allowed, including decorative wails.

HVAC LNCLUDING EVAPORATIVE COOLERS
Except as initially installed by the Declarant, no heating, air conditioning or evaporative cooling
unit shall be placed, installed, constructed or maintained upon any lot without the prior written
approval of the Committee. All units shall be ground mounted, located within the perimeter of
the rear yard and screened or concealed from view of all neighboring property. no window units
are allowed. The Council is not responsible for interior filter replacement or duct cleaning within
a Unit.

INTERIOR CHANGES
No interior structural changes whatsoever shall be commenced, erected, maintained, made or
done without the prior written approval of the Committee.

UGHTING
Lighting shall not be placed upon any Unit or Limited Common Element without Committee
approval. The Committee must approve all exterior lighting changes.

QQTSIDE SPEAKERS & AMPLIFIERS
No radio, stereo or other broadcast unit of any kind and no amplifiers or loudspeakers of any
kind shall be placed, allowed or maintained outside, or be directed to the outside of a unit
without prior written approval and authorization of the Committee.

PAINT COLORS: EXTERIOR
No exterior painting is allowed that would alter the original painting theme without Committee
approval.

PATIO COVERS

THE VILLAGE AT ANTHEM CONDOMINIUMS Design Guidelines/Architectural Rules
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All patio covers not installed by the Declarant must be submitted to the Committee prior to
installation. Care should be taken to insure materials are consistent with the building design.

PRlVATE COURTYARDS a. LANDSCAPING
The owner must keep his/her private courtyard clean and free of litter and animal waste.
Clothes, bath towels, bedding, rugs, blankets, towels, bathing suits or other personal effects
may no be draped over exterior walls, railings or appurtenances or suspended by any other
supporting elements. Landscaping plans for any private courtyard must be submitted and
approved by the Committee prior to installation.

PATIOS. BALCONIES, TERRACES, DECKS
Nothing shall be placed or installed on or admixed to any patio, terrace, deck or balcony without
the approval of the Committee, including but not limited to patio furniture, statues, fountains,
planters, swings, benches, and stools. All patio furniture shall be of commercial grade quality
and approved by the Committee prior to placement. No plastic furniture is allowed.

ROOFS
Nothing (including solar panels, air conditioning or hearing units, television antennas, satellite
dishes or other apparatus, structure, or object) shalt be placed on the roof of a Unit or building
without the prior written consent of the Committee.

SCREEN DOORS
Any front door screen door must have architectural approve! prior to installation. There are
specific RETRACTABLE/INVISIBLE designs allowed in The Village at Anthem. Doors must be
kept clean and in proper repair. Silver colored aluminum screen/security doors and/or wire
screen mesh doors are strictly prohibited on front doors.

SIGNS
No signs whatsoever (including commercial, for sale, for rent, and similar signs) are allowed to
be erected or maintained on or around a Unit or in the window of a Unit or otherwise so as to be
visible from neighbors except signs required by legal proceedings or as are provided by the
Council. If any signs are erected or placed in the Common Elements, the management
company will be instructed to remove the sign, and the owner will be billed for the removal cost.

SOLAR PANELS
Solar panels cannot be placed on the roof without prior written consent of the Committee.
Panels must be flush mounted if visible by neighbors.

sToRy
Courtyard storage is not to be visible from other Units or the street. Storage includes storage
sheds of army type, boxes, shelves, ladders, building materials. miscellaneous parts of any kind,
refrigerators, etc. AH boxes, cycles, large toys and other similar items must be stored in the
Unit or in the garage, so long as storage does no prevent the garage parking space from being
used to park permitted vehicles under the CC&Rs.

WINDOW TREATMENTS
Windows are to have permanent draperies or suitable window treatments installed on all
windows within thirty (30) days of ownership of a Unit. in no event shall windows be covered
with paper, aluminum foil, bed sheets or any other materials or coverings not specifically
intended for such purpose. No reflective material may be placed (whether inside or outside) on
any windows within The Village at Anthem unless it has been approved by the Committee prior
to installation, No metal or rigid ptastlc awnings shall be installed on or attached to the outside
of any building unless it has been approved by the Committee prior to installation.

THE VILLAGE AT ANTHEM CONDOMINIUMS Design GuidelineslArd1itec!uraI Rules
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THE VILLAGE AT ANTHEM CONDOMINIUM
DESIGN REVIEW FORM

Please mail or fax to:
THE VILLAGE AT ANTHEM CONDOMINIUM

c/0 Associated Asset Management
6701 W. Anthem Way
Anthem. AZ 85886

Phone: (623) 74243020 FAX: (623) 742-6170

Name:

Address:

Date:

Daytime Phone:

Unit #1

Requesting Approve! of:

Work to be pen'ormed by:

Type of Material! (attach sampleslpictures/brochures):

Color to be used (attach samples/pictures/brochures):

SUBMITTAL MUST INCLUDE A PLOT PLAN INDICATING LOCATION OF REQUEST
AND INCLUDE ALL APPLICABLE MEASUREMENTS AND FJIMENSIONS.

INCOMPLETE SUBMITTALS WILL BE DENIED.

I agree to comply with all applicable city and state laws, and to obtain all necessary permits. l
also agree not to begin work until l have been notified in writing of the Commlttee's decision
and to maintain all improvements to their original condition. Committee must review all
submittals within 45 days. All work will be completed within 120 days from day of approval.

Owner's Signature Date

THE VILLAGE AT ANTHEM CONDOMINIUMS Design Guidelines/Architectural Rules
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APPENDIX B
Native & Near-Native Plant List For Anthem

(Alpha by Common Name)

Key to
Symbols

NOTE: Only Anthem approved
plants allowed on residence property.
Including potted plants.

Rear Yard Plant List Only (attached)

A
C
F

Go
S
Sc
T
V

Accent Plant
Cactus
Flower
Groundcover
Shrub
Succulent (other than cacti)
Tree
Vine

Prohibited Plant List (attached)

Category Botanical Name Common Name

T
F
F
F
S
A, S
A
F
Sc
S
F
S
S
F
S
T
F

F
Go
F
F
T, S
S
T

Acacia berlandieri
Arctotis app.
Dimorphotheca app.
Anisodontea hypomandrum
Beriberis trifoliolota
Agave chrysantha
Agave speciesss
Hesperocallis undulate
Aloe
Agave schottii
Ammonia palmers
Bauhinia congests
Lyceum and ersoraii
Hymenoxys caulis
Fallugia paradox
Fraxinus velutina vat. glabra
Gaillardia arizonica
Evolvulus arizonicus
Vitus arizonica
Lupinus arizonicus
Kallstroemia grandiflora
Vauquelinia california
Sophora arizonica
Platanus racemosa vat. wrightii
Juglans major
Lupinus succulents
Muhlenbergia Iindheimeri
Salvia greggii
Calliandra california

Acacia
African Daisy
African Daisy
African Mallow
Agarita
Agave
Agave (all species)
Ago Lily
Aloe - All Species
Amole
Ammonia
Anacacho Orchid Tree
Anderson Lycium
Angelita daisy
Apache Plume
Arizona Ash
Arizona Blanketflower
Arizona Blue Eyes
Arizona Grape
Arizona Lupine
Arizona Poppy
Arizona Rosewood
Arizona Sophora
Arizona Sycamore
Arizona Walnut
Arroyo Lupine
Autumn Glow
Autumn Sage
Baja Fairy Duster

T
F
Go
s, Go
S

Plant List 1~19-0S 2/1512006 Common Names Page 1 of 9



S
Go
S
F
A, C
F
F
S
S
A
A, S
F
F
F
A, C
S
F
A, C

Baja Ruellia
Bamboo Muhly
Banana Yucca
Barestem Larkspur
Barrel Cactus
Basket Flower
Bat~faced Cuphea
Bat-faced Cuphea
Beaked Yucca
Bear Grass
Bear Grass
Beard Tongue
Beard Tongue
Beardtongue
Beaver Tail Prickly Pear
Bebbia
Bee Balm
Beehive Cactus
Belly Flower
Big Galleta
Bigelow's Monkeyflower
Birdcage Evening Primrose
Bitter Condalia
Black Dalia ("Sierra Negra")
Blackbrush Acacia
Blackfoot Daisy
Blazing Star
Blue Aster
Blue Flax
Blue Grata
Blue Palo Verde
Blue Ranger ("Cimarron")
Blue Sage
Bluedicks
Bougainvillea All Species
Bricklebush
British Rueilia - pink & purple
Brittle Bush
Buckhorn Cholia
Bulbing
Bulrush
Burro weed
Burrobrush
Bush Germander
Bush Muhly
California Buckwheat

F
Gc
F
F
S
S
S
Go
F
F
F
Go
T
S
S
F
V
S
S
S
A, C
Sc
Go
Go
S
S
Go
Go

Rueilia peninsuiaris
Muhlenbergia dumosa
Yucca baccata
Delphinium scaposum
Ferocactus acanthodes *
Centaurea rothrockii
Cuphea Iiavea
Cuphea liavea
Yucca rostrata
Norina bigelovii
Norina microcarpa
Penstemon pseudospeotabilis
Penstemon subuiatus
Penstemon superbus
Opuntia basiiaris
Bebbia juncea *
MOl"l8[lda austromontana
Coryphantha vivipara
Monoptilon belliodes
Hiliaria rigid
Mimulus bigelovii
Oenothera deltoids
Corxdalia globosa
Daley frutescent
Acacia rigidula
Melampodium leucanthum
Mentzelia app.
Machaeranthera canescens
Linum iewisii
Bouteloua gracilis
Cercidium fioridum *
Leucophylium zygophyllum
Salvia chamaedryoides
Dichelostemma pulchellum
Bougainvillea
Brickellia californium *
Rueilia briitoniana
Encelia farinose *
Opuntia acanthocarpa *
Bulbing frutescent
Scirpus app, (Native only)
Aplopappus tenuisectus
Hyrrnenoclea monogyra *
Teucrium fruticans
Muhlenbergia porters
Eriogonum fasciculate vat.

poliofoium *
Salvia cievelandii
Eschschoitzia california

S, Go
F

California Chaparral
California Poppy

Plant List 4-19-06 2/15/2006 Common Names Page 2 of 9



1, is
S
S
T
A, Go
S

V
A, Sc
S
S
S
S
T
T
F
F
F

A, C
S
Go
S
A
A, C

Ambrosia ambrosioides *
Mimulus cardinals
Carlowrightia arizonica
Caesalpina cacalaco
Typhus app.
Mimosa biuncifera
Macfadyena unguis - Cati
Agave Americana
Hymenoclea salsola *
Salvia coccinea
Salvia columbaria
Leucophyllum Iaevigatum
Prosopis chilensis
Cataipax tashkentensis
Pectin papposa
Collinsia heterophyila
Berlandiéra Iyrata
Opuntia Ieptocaulis *
Justice california
Clematis ligusticifolia *
Fendiera rupicola
Hesperaloe funifera
Echinocereus engelmannii

*

V
S

Gc
F
S
T
T
S
G

F
S
S
F
F
F
V, l
S
S
F
Go

Car psis radicals
Coursetia glandulosa
Bacchaeis Centennial
Platystemon califomicus
Larry triderutata *
Canotia halocantha
Holacantha emory
Chrysactinia mexican
Muhlenbergia ripens
Phacelia campanularia
Eriogonum wrightii
Cassia nemophila
Coreopsis bigelovii
Bahia absinth folia
Mirabilis multifiora
Cissus incise (C. Trifoliate)
Anisacanthus thurber
Hyptis emowi *
Lupinus sparsifiorus
Baiieya multiradiata
Raiieya muitiradiata *
Asoiepias subuiata *
Gercidium "Desert Museum"
Forestiera neomexicana
Gaurs lindhermeri

Canyon Ragweed
Cardinal Monkey Flower
Carlowrightia
Cascalote
Cat Tail
Catclaw, Wait~a~Minute Bush
Cat's Claw
Century Plant
Cheesebrush
Cherry-red Save
Chie
Chihuahuari Sage
Chilean Mesquite
Chititapa
Chinch Weed
Chinese-houses
Chocolate Flower
Christmas Cholla
Chuparosa
Clematis
Cliff Fendierbush
Coahuilan Hesperaloe
Common Hedgehog Cactus, Strawberry
Cactus
Common Trumpet Creeper
Coursetia
Coyote Bush
Cream Cups
Creosote Bush
Crucifixion Thorn
Crucifixion Thorn
Damianita
Deer Grass
Desert Bluebell
Desert Buckwheat
Desert cassia
Desert Coreopsis
Desert Daisy
Desert Four O'Clock
Desert Grape in
Desert Honeysuckle
Desert Lavender
Desert Lupine
Desert Marigold
Desert Marigold
Desert Milkweed
Desert Museum Palo Verde
Desert Olive
Desert Orchid

F, Go
S
T
S
F
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S
F
F
A
S
F
s, T
F
F
S
F
F
F
Go
F
S
A, C
F
S
F
F

Lotus rigidus
Cassia covesii *
Senna covesii
Dasylirion iongissimum
Dasyiirion wheelers
Geraea canescens
Chiiopsis linearize *
Zinnia acerosa
Rafsnesquia neomexicana
Atriplex hymeneiytra
Proboscides altheaefolia
Proboscidea parviflora
Dyssodia pentachaeta
Muhlenbergia emersleyi
Portulacaria afro
Eremophila app.
Opuntia phaeacantha
Eupatorium greggii
Euphorbia rigid
Oenothera primiveris
Matthioia Iongipetala cy. 'Bicornis'

disoata

Desert Rock Pea
Desert Senna
Desert Senna
Desert Spoon
Desert Spoon
Desert Sunflower
Desert Willow
Desert Zinnia
Desert-chicory
Desert-Holly
Davits Claw
Devil's Claw
Dyssodia
El Toro
Eiephartts Food
Emu Bush
Engiemann Prickly Pear
Eupatorium
Euphorbia
Evening Primrose
Evening Scented Stock

F
S
s, F
F
T, S
F
Go
A, C

Everlasting Daisy
Fairy Duster
Fairy Duster, False Mesquite
Farewell~to~Spring
Feather Bush
Firecracker Penstemon
Firecracker Penstemon (Scarlet)
Fishhook Barrel Cactus
Fishhook Cactus
Five Spot
Fluffgrass
Four~wing Sait Bush
Fremont Cottonwood
Germander

A, C
F
Go
S
T
Go

F
S
F
F
A, c
F
F
F
s
F
S
T

Helichrysum bracteatum
Calliandra peninsularis .
Calliandra eriophyila *
Clarkia amoeba
Lysiloma thomberi
Penstemon Eatonii
Penstemon eatonii
Ferocactus wislizeni *
Mammillaria microcarpa *
Nemophila maculate
Erioneuron pulchellum
Atriplex canescens
Populus fremontii
Teucrium chamaedrys cy.
'Prostrate'
Mohavea co nfertifiora
Ambrosia Ambrosiodes
Gomphrerua giobosa
Sphaeralcea ambigua *
Echinocactus grusonii
Aquilegia chrysantha
Verbesina enceiiodes
Viguiera tomentosa
Viguiera deltoidea
Lasthenia 'chrysostom
Cassia goidmanii
Salix goodingii

Ghost Flower
Giant Bursage
Globe Amaranth
Globe~Mallow
Golden Barrel Cactus
Golden Columbine
Golden Crown Beard
Golden Eye
Golden-eye
Goldfield
Goldman=s Cassia
Gooding=s Willow

Plant List 1-19~0S 2/15/2006 Common Names Page 4 of 9



S
S
S
A
Go
S
S
F
A, C
F
A, Sc
T

Graythom
Green Brittlebush
Green Cloud
Green Desert Spoon
Green Santolina
Ground Morning Glory
Guayacan
Heart-leaved Primrose
Hedgehog, Strawberry Cactus
Helipterum
Hohokam Agave
Honey or Texas Mesquite

S
A, Sc
S
Sc
F
S
F
F
F
S
1, 2, SS
T
S
S
S
A, C
F
S
S
V

Zizyphus obtusifolia *
Enceiia frutescent *
Leucophyilum frutescent
Dasylirion acrotriche
Santolina vireos
Convolvulus cneorum
Guaiacum coulters
Camissonia cardiophylla
Echinocereus pectinatus
Helipterum app.
Agave murpheyi *
Prosopis glandulosa vat.
glarldulosa
Dodonaea viscose
Agave huachuchensis
Zauschneria california
Aizoaceae app,
Gaillardia puicheiia
Abutylon Palmerii
Castilleja chromos
Castiiieja lanata
Plantago app.
Daley pulchra
Daley wislizeni
Olneya tesota *
Janusia gracilis *
Simmondsia chinensis *
Yucca brevifolia
Opuntia fulgida *
Anigozanthos app_
Rueliia brittoniana "dwarf"
Eysenhardtia polystacha
Rosa banksias
Pedilanthus macrocarpus
Lantana
Delphinium amabelle
Santolia Chamae Cyparissw
Santoiina chamaecyparissus
Acacia Craspedocarpa
Leucophyllum
Tastes Lucida
Mascagnia lilacina
Jatropha cardiophylla
Zinnia grandiflora
Cordie parvifolia
Cercidium microphyllum *
Rufus microphylla
Lupines densilorus
Catharanthus roses

Hop Bush
Huachuca Agave
Hummingbird Bush
Ice Plant Family
Indian Blanket
Indian Mallow
Indian Paintbrush
Indian Paintbrush
india-wheat
Indigo Bush
Indigo Bush
Ironwood, Tesota
Janusia
Jojoba, Goat Nut
Joshua Tree
Jumping Cholla
Kangaroo-paw
Katie ruellia
Kidneywood
Lady Bank's Rose
Lady Slipper
Lantana - All Species
Larkspur
Lavender Cotton
Lavender Cotton
Leather-Leaf Acacia
Leucophyllum - All Species
Licorice Marigold
Lilac Orchid Vine
Limberbush
Little Golden Zinnia
Little Leaf Cordia
Littleleaf or Foothill Palo Verde
Littleleaf Sumac
Lupine
Madagascar Periwinkle

Sc
Go
F
Go
Go
S
S
S
V
S
F
S
T
S
F
F
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Sc
F
S
S
T,S
T
T
S
S
T
T
Go
S
F
F
S
S
F
T
Gc
F
S
S
F
F
Go

Manfreda
Matiiija Poppy
Mealy Cup Sage
Mearns Sumac
Mescal, Whitethorn Acacia
Mesquite
Mesquite
Mexican Bird of Paradise
Mexican Bush Sage
Mexican Ebony
Mexican Elderberry
Mexican Evening Primrose
Mexican Flame
Mexican Golden Poppy
Mexican Hat, Cornflower
Mexican Honeysuckle
Mexican Oregano
Mexican Sunflower
Mexican~buckeye
Mistletoe
Mohave Aster
Mormon Tea
Mormon Tea
Morning Glory
Morning Glory
Moss Verbena
Moss Verbena
Mount Lemmon Marigold
Mountain Delight
Mulga
Narrowleaf Yucca
Nashville
Native Verbena
Netleaf or Western Hackberry

Go
S
S
T
S
G
Go
T

S
A, o
A
T, s
F
F
F
S
S
F
T
T

Manfreda maculosa
Romneya ooulteri
Salvia farinacea
Rous choriophylla
Acacia constricter
Prosopis juliflora vat. velutina*
Prosopis alba
Caesalpinia mexican
Salvia leucantha
Pithocellobium mexicanum
Sambucus mexican
Oenothera berlandieri
Anisacanthus quadrifidus
Eschschottzia mexigzana
Ratibida columnaris
Justicia spicigera
Lippia (berlandieri)
Tithonia rotundifolia
Ungnadia speciosa
Phoradendron califomicum *
Machaeranthera tortifoiia
Ephedra nevadensis *
Ephedra trifurca
Ipomoea cristulata
ipomoea leptotoma
Verbena terra
Verbena tennuisecta
Tagetes lemmonii
Dalia versicolor
Acacia Aneura
Yucca augustifolia
Muhlenbergia rigid
Verbena gccddingii
Celtic reticulate (C.douglasii,
C.tatl)
Artipiex torrey
Cereus greggii
Fouquieria spleradens *
Tacoma app.
Orthocarpus pufpurascens
Euphorbia heterophylla
lpomopsis longiflora
Agave palmers
Amaranthus palmers
Penstemon palmers
Acacia willardiana
Cercidium praecox
Salazaria mexican *
Psilostrophe coopery

Nevada Saltbush
Night blooming cactus
Ocotillo
Orange Jubilee
Owl's Clover
Painted Spurge
Pale Blue Trumpets
Palmer Agave
Palmers Amaranth
Palmer's PensteMon
Palo Blanco
Palo Brea
Paper~bag Bush
Paperdaisy

S
F
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S
A
F
A, C
Sc
F
F
F
Go
A, o
F
S
S
V
S
v

Agave parry
Nolana Pam/i
Penstemon parry
Opuntia arbuscula *
Yucca recurvifolia
Penstemon cardinals
Penstemon stricture
Penstemon
Verbena peruvian
Oelloydia Sp,
Matricaria grandifiora
Asclepius linaria
Caliiandra eriophylla
Podrarnea ricasoliana
Punica granatum vat.
Soianum jasminoides
Verbena rigid
Opuntia Sp.
Argemone munity
Eriastrum diffuse
Argenome platyceras
Aster Tanacetifolius
Machaeranthera tanacetifolia
Name demissum
Name hispidum
Aristida purpurea
Pyracantha app,
Atripiex lentiformis
Antigonon leptopus
Chrysothamnus nauseous
Krameria pawiflora
Berberis haematocarpa
Caesalpinia pulcherrima
Linum grandiflorum
Justice candicans
Stachys ooccinea
Aristida purpurea
Muhlenbergia capiilaris
Leucophyllum langmaniae
Perityle emowi
Cistus app.
Ruellia caiifomica
Datura wrightii
Artemisia app.
Oenothera stubbed
Sporoboius cryptandrus
Abronia villon
Opuntia Santa-rita
Camegiea gigantean *

Parry Agave
Parry's Beargrass
Parry's Penstemon
Pencil Chclla
Pendulous yucca
Penstemon
Penstemon
Penstemon - All Species
Peruvian Verbena
Pineapple Cactus
Pineapple Weed
Pineleaf-Milkweed
pink Fairy Duster
Pink Trumpet Vine
Pomegranate
Potato Vine
Prairie Verberta
Prickly Pear B all species
Prickly Poppy
Prickly Stars
Prickly-poppy
Purple Aster
Purple Aster, Tahoka Daisy
Purple Mat
Purple Mat
Purple Three Awn
Pyracantha, Fire-thorn
Quail Bush
Queens Wreath
Rabbit Brush
Range Ratany
Red Barberry
Red Bird of Paradise
Red Flax
Red Justicia
Red Mint, Betony
Red Three Awn
Regal Mist
Rio Bravo
Rock Daisy
Rockrose
Ruellia
Sacred Datura
Sagebrush

_ Saltillo Primrose
Sand Dropseed
Sand-verbena
Santa~rita Cactus
Saguaro

Go
C
F
F
F
F
F
F
F
Go
S
S
V
S
S
S
S
F
S
F
Go
Go
S
F
S
S
F
S
F
Go
F
A, C
A, C
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F
F
T
S
Go
S
C
F
F
F
Go
Go
S
S
S
S
Go
S
S
V
V
S
S
F
S
T,S

Penstemon barbarous
Phacelia app.
Prosopis pubescent
Quercus turbinella
Cared app. (Natives only)
Baccharis glutinosa
Lophocereus schottii
Popover rheas
Gilda leptantha
Cassia wislizenii
Dyssodia aoerosa
Bouteloua curtipendula
Dai ea capitan
Leucophyllum revoiutum
Daley Iutea
Cassia phyllodenia
Bouteloua aristidoides
Rous trilobata
Gutierrezia sarothrae
Maurandya antirrhiniflora
Maurandya wislizerui
Yucca elate
Solarium anti
Justice sonora
Sophora Formosa
Acacia greggii *

Sc
S
F
A, C
S
S
T
A, C
T
T
S
S
F
S
S
F
F
F
Go
C

Yucca aloifolia
Celtic Callida *
Erigeron divergent
Opuntia versicolor
Rhos ovate
Abutilon palmers
Acacia smallii .
Opuntia bigelovii *
Pithoceilobium pollens
Pithecellobium fiexicaule
Sophora Secundiflora
Cordie boissieri
Cesium neomenicanum
Yucca tlwmpsoniana
Seneca douglasii
Penstemon thurber
Layla platygtossa
Linaria app.
Hilario mutico *
Lophocereus schottii forma
monstrous
Acacia redoiens

Scarlet Bugler
Scorpion Weed
Screwbearl Mesquite
Scrub Oak
Sedge
Seep Willow
Senit i
Shirley Poppy
Showy Blue Giiia
Shrubby Cassia
Shrubby Dogweed
Side Oats Grama
Sierra Gold
Sierra Magic Mix
Sierra Moonrise
Silver leaf cassia
Six-week Grams
Skunkbush
Snakeweed
Snapdragon Vine
Snapdragon Vine
Soaptree Yucca
Solarium
Sonoran Justicia
Sophora
Southwestern Sweet Acacia, Catclaw
Acacia
Spanish bayonet
Spiny or Desert Hackberry
Spreading Fleabane
Staghorn Cholla
Sugarbush
Superstition Mallow
Sweet Acacia
Teddy Bear Choline
Tenaza
Texas Ebony
Texas Mountain Laurel
Texas Olive
Thistle
Thompson Yucca
Threadleaf Groundsel
Thurber's Penstemon
Tidy Tips ,
Toadflax
Tobosa grass
Totem Pole Cactus

S Trailing Acacia ("Desert Carpet")
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S
Go
F
S
S
F

Datha Greggii
Daley greggii
Allionia incamata
Ambrosia deltoidea *
Trixis california *
Oenothera caespitosa

S
Go
S
S
A, S
T
S
F
S
S
S
V
S
S
S
Gc
2, SS
F
V
S
F
F
S
S
F
Go
F

Thamnosma Montana
Aplopappus laridifolius
Ericamefia laricifoiia *
Ericameria linearifolia
Agave genimiflora
Acacia schaffner
Yucca rupicola
Ursinia app.
Mimosa dysocarpa
LeucophyNum candida
Leucophyllum candida
Clematis drummondii
Euphorbia antisyphilitica
Aloysia lycioides
Ambrosia dumosa *
Zephyranthes candids
Kfameria grays *
Helianthus annuls
Hardenbergia Comptoniana
Lycium fremontii *
Eriophyllum Ianosum
Eriophyllum wallace
Buddleia marrubifolia
Aloysia wrightii
Penstemon wrightii
Glandularia wrightii
Machaeranthera gracilis
Tacoma stars
Caesalpinia gillesii
Lesquerella gordonii
Buline frutescent
Camissonia brevipes
Hesperaloe parviflora
Mimulus guttatus
Callaeum macroptera
Mascagnia macroptera
Zephyranthes sulphurea
Salix taxifolia
Merremia Aurea
Yucca constricter
Yucca paliida

Trailing Indigo Bush
Trailing indigo/Trailing Smoke bush
Trailing Windmills
Triangle-leaf Bursage
Trixie
Tufted, Fragrant, or White Evening
Primrose
Turpentine Broom
Turpentine Bush
Turpentine Bush
Turpentine Bush
Twin-flowered Agave
Twisted Acacia
Twisted Yucca
Ufsinia
Velvet Pod Mimosa
Violet Silverleaf ("Silver Cloud")
Violet Silverleaf ("Thurlder Cloud")
Virgin's Bower
Wax Plant, Candelilla
White Brush
White Bursage
White Rain Lily
White Ratany
Wild Sunflower
Wild Wisteria
Wolfberry
Woolly Daisy
Woolly Daisy
Wooly Butterfly Bush
Wright=s Bee Bush
Wright's Penstemon
Wright-verbena
Yellow Aster
Yellow Bells
Yellow Bird of Paradise
Yellow Blanket
Yellow Bulbing
Yellow Cups
Yellow Hesperaloe
Yellow Monkey Flower
Yellow Orchid Vine
Yellow Orchid Vine
Yellow Rain Lily
Yew leaf willow
Yuba
Yucca
Yucca

T, S
S
F
Gc
F
A
S

V
V
Go
T
V
A
A
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Anthem
Plants Rear Yard Only

Category

A

Botanical Name Common Name

Aptenia cordifolia
Caesaipina Pumi!a

R Hearts and Flowers
R Copperleaf Bird of Paradise

S
S
S
A
A
Go
Go
F

Gc
S

Dai ea Formosa
Dicuptera Suberecta
Dieses Bicolor
Dieter Bicolor
Drosanthemum Sp,
Euphorbia Macrocarpus
Gaurs Lingheimer
Gazania Pigens
Jasminum mesnyi
Loropetalum Chinense

R Feather Daley
R Velvet Honeysuckle
R Fortnight lily
R Evergreen iris
R Ice Plant
R Candelilla
R Ward Flower
R Trailing Gazania
R Primrose Jasmine
R Razzleberry (Fringe Flower)

F
T
S
V
Sc

S
S
F
S

Go

R Summer Snow
R Elephant Food
R India Hawthorne
R Rosemary
R Prostrate Rosemary

Go

Lysiloma R Desert Fern
Nandina compactum R Heavenly Bamboo
Passifiora Alatocaerulea R Passion Vine
Pedilanthus Macrocarpus R Slipper Plant
Perovskia atriplicifolia cy 'Heavenly R Russian Sage
Blue'
Plumbago Scaridens
Portulacaria afro
Rhapiolepis india
Rosmarimus officinalis
Rosmarinus officinaiis cy
'Prostratus'
Teucrium chamaedrys prostrate R Dwarf Germander

Go
Go Wedelia trilobata R Yellow Dot

Rear Yard Only Plants 2/15/2006 1



Prohibited Plant List - Anthem

Key to
Symbols'

A
c
F

Go

Accent Plant
Cactus
Flower
Groundcover

S
Sc
T
V

Shrub
Succulent (other than cacti)
Tree
Vine

Category
S
T
T

T, S
T
T

T, S

S
T, s

Botanical Name Common Name
Desert Broom
Citrus/Fruit trees, All species
ltailan Cypress .
Eucalyptus, All species
Ficos, All Species
Jacaranda
Juniperus, All species
Hibiscus

Nerium oleander, All species

European Olive
T
T
S

T
T, s

Baocharis sarothroides
Citrus/Fruit trees
Cupressus sempervirens
Eucalyptus Sp.
Ficos
Jacaranda mimosifolia
Juniperus sp,
Malvaceae
Nerium oleander
Oleo Europa (with the exception of Swan
Hill cultivar)
Palms Sp.
Pennisetum setaceum
Pinus app. (including Pious haiepensis,
Pinus eldarica, Pious canariensis)
Tamarix app.

Palms, All Species
Fountain Grass
Pines (including Alleppo Pine, Eldarioa Pine,
and Canary island Pine)
Tamarisk, Salt Cedar
Bottle Brush
Little Johns

»

Note : 1. All plant material installed
must
be from Appendix B.

2. Prohibited plants are not
permitted in pots.
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L INTRODUCTION

A. PHILOSOPHY

Anthem is planned as a self contained and self~sustaining community with diverse neighborhoods in

several interconnected "villages" providing a broad spectrum of housing, commercial, and

employment opportunities and a mix of income levels, lifestyles and living arrangements. in Anthem,

Del Webb the (original builder) will be incorporating its many years of planning and development

experience in applying new criteria to the development of this master planned community.

Anthem will develop over many years. its development philosophy, goals and objectives have been

crafted to guide development and design well into the future in a way that accommodates the full

spectrum of community needs, including custom and conventional builders, future multi-family units,

and all types of non-residential/commerciaI and employment activities. All participating builders are

required to adhere to Anthem's philosophy of minimum visual impact and preservation and

maintenance of the desert ecosystem.

These Design Guidelines provide an overall framework for 1) achieving visual harmony with the

natural environment by striving for minimum visual impact of the buildings on the landscape,

2) enhancing harmony within the built environment by stimulating a natural, agreeable and

appropriate diversity of style, 3) advancing biological harmony with the natural environment by

integrating man and his needs into the existing desert ecosystem, and 4) establishing a review

process appropriate for changes within the community.

MISSION STATEMENT

The mission of the original builder in development of Anthem is to create a sustainable community

that accommodates its growth responsibly on social, economic and environmental levels, to operate

on a set of shared values, engendering a pride of place and sense of heritage, to reduce the negative

effects of development on the environment, to utilize a philosophy of minimum visual impact of the

built environment on the Sonoran Desert, and to become a community that contributes positively to

the region and exists in harmony with surrounding communities.

OVERVIEW OF GUIDELINES

The Anthem Country Club Residential Design Guidelines ("Design Guidelines") provides an overall

framework for community development and progress in an orderly and cohesive manner,

implementing planning and design concepts which are required by regulatory agencies and desirable

to its residents. The Design Guidelines include minimum standards for the design, size, location,

style, structure, materials and color of architectural improvements and landscaping, and relevant

criteria for the construction or modification of all improvements made by any party other than the

B.
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Original Builder. They also establish a process for the judicious review of proposed improvements or

alterations. However, the Design Guidelines are not the exclusive basis for decisions of the

"Reviewer", and compliance with the Design Guidelines does not guarantee approval of any

application.

The Design Guidelines have been prepared by the original builder and adopted by the Anthem

Community Council (the "Council") for application throughout the Anthem residential community. The

Anthem Country Club Community may be subject to additional guidelines, provided such additional

guidelines may not be in derogation of these Design Guidelines. Such additional design guidelines

may be promulgated in accordance with Article IV of the Declaration of Covenants, Conditions, and

Restrictions for Anthem Country Club ("Anthem Country Club Declaration"). Any reference to the

"Declaration" in these Design Guidelines shall refer to the Anthem Country club Declaration. All

capitalized terms shall be given the meanings ascribed to them below or in the Declaration of

Covenants and Easements for Anthem ("Community Covenant"), the Declaration, or any supplements

or amendments thereto, unless the context requires otherwise. The appropriate Reviewer will

administer the Design Guidelines pursuant to the Declaration. The Reviewer of modifications within

the Anthem Country Club Community shall be the "Lifestyle Enhancement Committee." (L.E.C.).

In the event of co/wo! between these Design Guidelines, the Declaration, any other declaration of

covenants or restrictions, and any governmental ordinance, building code or regulation, the more

restrictive standard shall prevail.

MODIFICATIONS

No exterior construction, alteration, addition, or renovation to any structure or improvements on a Lot,

no mod/#cations to pat/bs, and no landscaping, we//s or fences will be allowed on any Lot, without

application to, and written approval by, the Reviewer. Each Owner is responsible for removing or

otherwise curing, at its expense, non-complying ardor unapproved improvements.

1. Architectural Character

a. The architectural design of all additions, alterations, and renovations to the

exterior of any Dwelling Unit shall conform to the design of the original home in

style, detailing, materials, and color.

The height of any addition to an existing Dwelling Unit shall not be higher than

the original roof line.

c. A!! additions to Dwelling Units shall be built within the setback lines originally

established for Anthem or as changed by the original builder with the requisite

b.
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d.

approval of Maricopa County or the City of Phoenix, regardless of more lenient

requirements of any local governmental authority.

All materials used in the maintenance, repair, additions and alterations of any

structure or improvement subject to review hereunder shall match those used in

the initial construction of the improvement as to color, composition, type, and

method of attachment. The Reviewer may allow substitute materials if it deems

such materials to be compatible with the theme of the community.

e. No addition, alteration, or renovation of an existing Dwelling Unit, or any other

activity on a Lot, may alter the established Lot drainage (as established by the

original builder).

f. No alterations or improvements that create or provide a flat, non-draining roof

surface may be made. All roofs must drain to the ground solely within the Lot

area and shall not drain directly onto a neighboring property.

2. Ancillary Equipment

a. Roof-mounted equipment (including without limitation mechanical and air

conditioning) is prohibited. No solar heating equipment or device is permitted

outside the Dwelling Unit except such devices whose installation and use is

protected by Federal or Arizona law. Notwithstanding such protection, an

application for such equipment or device must be submitted for approval under

Article IV of the Declaration prior to installation and approval, and approval will

be granted only if:

(i) First, such equipment or device is designed for minimal visual

intrusion when installed (Le. is located in a manner which minimizes visibility

from the street or an adjacent Lot and is consistent with the Community-Wide

Standard), and r

b.

(ii) Second, the equipment or device complies to the maximum

extent feasible with the Design Guidelines within the confines of the applicable

governmental regulations.

One satellite dish antenna of one meter or less in diameter may be erected on

any Lot. The satellite dish antenna is permitted in the rear or side yard, below

fence wall level, if reception is available at that location. Placement in the front

of house or front yard is permissible only if the rear or side yard placement will

preclude reception. The satellite dish shall be of a color compatible with the

5
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color scheme of the house (painting the dish may be required so long as the

painting of the satellite dish will not void the manufacturer's warranty or affect

the signal). When placed in the front of house or front yard, screening is

required when appropriate and does not interfere with reception.

Any transmission cable from a receiver to the house must be underground.

ORIGINAL CONSTRUCTION

The term "original construction" shall include all improvements, landscaping, walls and fences

installed by the original builder. AH other improvements, landscaping, walls and fences are

modifications and will require approval of the Reviewer prior to start of construction.

Applications for approval of construction shall be submitted to the appropriate Reviewer in accordance

with procedures set forth in the Declaration and these Design Guidelines.

DESIGN GUIDELINES (ANTHEM COUNTRY CLUB)

Nothing in these guidelines is intended to waive the right of the Reviewer to approve or deny any

modification of property within Anthem pursuant to Article IV of the Declaration of Covenants,

Conditions and Restrictions for Anthem Country Club. The detail provided herein is intended to be a

guideline only. No work may commence until after approval of the Reviewer has been obtained

pursuant to Section III of these Design Guidelines,

LANDSCAPING REQUIREMENTS AND GUIDELINES

Each Owner shall landscape their front yard and back yard unless installed by the original builder,

within a period of Ninety (90) days from close of escrow or the issuance of a certificate of occupancy,

whichever is later. All landscaping shall comply with the following minimum requirements:

A.

I The use of native or compatible drought-tolerant species from the attached "Approved

Plant List" (Appendix B) is required for all yard landscaping.

2. All landscape plantings shall be planted a minimum of 18" - 24" away from structures.

Trees with shallow and/or invasive roots planted within five (5) feet from concrete walks

shall include root barriers. it is recommended that trees be planted at least five feet

from Lot lines.

A fully automatic underground watering system shall maintain all landscape plantings.

irrigation systems that use drip emitters instead of spray heads or bubblers are highly

6
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l

I

encouraged. When it is necessary to use sprinklers, care should be taken to avoid

overspray on hardscape, structures, walls, fences and windows.

Landscape must cover a minimum of 50% of the landscape area for a residential lot.

(The method for calculations of the landscape area and selection of plant material for

lots is provided in this section).

Homeowners should attempt to create a landscape scheme with as mature an effect as possible at

the time of installation. No unusually immature or undersized planting will be permitted.

4.

Plant compositions should employ a variety of sizes of plants when planting rather than all one size.

This creates immediate interest in the landscape scene and helps avoid the look of undersized

plantings. Shrub selection should take into account the natural mature height of the species selected

to avoid heavy pruning. Planting schemes should include species from the groups listed below. The

L.E.c. realizes that plant sizes and relationships will differ depending on the species chosen and will

review each case individually. Plant types shown below are intended to include accent plants, vines

and ornamental grasses in addition to shrubs and groundcovers (refer to the Approved Plant List).

These plants should be incorporated into the most appropriate size category.

Suggested Plant Size/Type Ratios:

Groundcovers: Low, wide spreading plants up to 18" or 2' inheight

Small Plants: Plant materials which are under 2' in height which are not classified as ground covers.

Medium Plants: Plant materials that range between 2' and 4' in height

*Large Plants: Plant materials above 4' in height

*Trees: 36" Box

Cacti: Sizes vary from small to large

(35%)
(15%)
(10%)
(30%)

( 5%)

( 5%)

*Placement of larger shrubs and trees should be carefully considered so as not to overpower small

spaces, block views from windows or to create a situation where heavy pruning is required to keep the

plant size within the space allotted.

The use of multi~trurlk trees is encouraged over single trunk trees within Front Yards. This adds to the

informal, natural look along the streetscape. Single trunk trees should be used within narrow side

yards where canopies can clear structures and not restrict circulation.

Front Yard landscape and maintenance shall be continuous from the back of curb or the back of

sidewalk, whichever is appropriate and shall be the responsibility of the Homeowner.

Mature growth of plant materials shall not encroach on sidewalks Cr restrict pedestrian circulation. To

maintain sight lines along street corridors, plant heights within Right-of~Way easement should not

exceed two (2) feet. The L.E.C. may impose setback requirements to address the unique
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characteristics of any lot in relationship to street, other lots, open spaces, golf course or any other

visible relationship to the tot in review.

The following is an example of the step by step method used for calculating the number, size and ratio

of plant material to be used in landscape designs.

Calculations for Determining Number, Size & Ratio of Plant Material

A worksheet must accompany every landscape submittal. Blank forms are provided for your use at

the end of this example. Incomplete submittals will not be reviewed.

The following example is based on large lot 95' x 120', Series Four home with a 20' Front/25' Rear set

back requirement. (Note: The front setback varies at either 14' or 20' depending if you have a casita

and/or a third car garage vs. a two car garage).

Step One:

Determine the area of the yard to be landscape in square feet. Do not include any paved areas such

as patios, driveways, sidewalks, etc. (Area = length x width.)

Size of Landscape Area in Square Feet (SF):

Front Yard 95' (lot width) ~. 20' (driveway width) x 20' (front building set-back)

Rear Yard 95' (lot width) x 25' (rear building set back) (Note: "Total" rear yard includes side yard)

75' (side yard depth) x10.5'(Side Yard set back) x 2

Total Rear Yard

1500 SF

2375 SF

1575 SF

3950 SF

Step Two:

Determine the minimum portion of the landscape area to be covered with plant materials. Multiply the

overall landscape area x 50% = the minimum area of landscape coverage required. Determine how

many plants wit! be needed to fill 50% of the landscape area. Use 20 square feet for the front yard

and 80 square feet for the rear yard as the average coverage for each plant. If the landscape area of

the Front Yard is 4500 square feet, multiply x 50% :~: 750 square feet. 750 square feet divided by 20

square feet per plant = the number of plants required to fulfill the minimums. In this case 38 plants

are required.

Total Plants: Front Yard

Required

38

Provided

Rear Yard

(Includes side yards)

Required Provided

25

step Three:

8
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Determine the breakdown of plant types: Groundcovers, Smafl Plants, Medium Plants, Large Plants,

Trees and Cacti. These ratios are intended to serve as a guideline to promote variety in the planting

design. While actual numbers may vary slightly from the suggested ratios, significant variations may

indicate an imbalanced design. To determine the number of plants required for each plant type, take

the overall number of plants determined in Step Two and multiply by each of the suggested ratios:

FRONT YARD

TOTAL

# of Plants

38

RATIO TYPE OF PLANT

Groundcovers

Low Shrubs, Small Accents

Medium Shrubs, Medium Accents

Large Shrubs

Trees

Cacti

TOTALS

BY TYPE

# of Plants

Required

13

06

04

1 'l

02

02

38

BY TYPE

# of Plants

Provided

35%

15%

10%

30%

05%

05%

100%

REAR YARD

TOTAL

# of Plants

25

RATIO
35%
15%
10%
30%
05%
05%
100%

TYPE OF PLANT

Groundcovers

Low Shrubs, Sm. Accents

Medium Shrubs, Medium Accents

Large Shrubs

Trees

Cacti

TOTALS

BY TYPE

# of Plants

Required

09

04

03

07

01

01

25

BY WPE

# of plants

Provided

Step Four

Determine the breakdown of plant sizes, Le., 50% of the plant materials utilized should be 5 .- 15

gallon and 36" box size material, while the remainder, 50% may be t~gallon material. Take the total

plant count determined in Step Two and multiply by 50% to determine approximate quantities of 1, 5

and 15 gallon plant materials.

9



Note: Trees cannot be smaller than 15 gallon and a minimum of 1" - 36" Box Tree is required for

front and rear yards.

TOTAL # OF PLANTS 1 Gallon (50% of Total)

Required Provided

19

5-15 Galknn & 35" Box Tree

(50% of Total)

Required Provided

1938

Front Yard

25

Rear Yard

12 13

Step Five:

Prepare the landscape design using the total number of plants established in Step Two and the plant

type ratios determined in Step Three. When preparing the plant legend consult the Total from Step

Four. Slower growing plant materials including specimen cacti and some accent plants, some large

and medium shrubs, should be specified in larger container sizes (5 gallon +) while the fast growing

materials can be specified as 1 gallon material. Market availability of plant materials at the time you

prepare your plan may also play a significant part in which plants are specified as larger containers.

PLANT LEGEND

Prepare and submit a plant legend with all landscape submittals. The plant legend must reflect the

actual plant materials, size and quantities depicted on the landscape plan. (Example of plant legend

format shown on next page).

DRAW ALL PROPOSED PLANT MATERIALS AT THEIR MATURE SIZE ON A SCALEABLE PLAN.

PLEASE INCLUDE PLANT LEGEND ON ALL PLANS. PLANTS ARE TO BE A MINIMUM OF 8 1/2 x

11.
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Symbol # Plants Size Gallons Common Bontanical

EXAMPLE OF PLANT LEGEND

For the Residence:

Front Rear (SEPARATE use FOR EACH)

Additional plants may be required to cover bare areas of large lots at the discretion of the L.E.C.

Variances to these minimums may be made by the L.E.C. depending on Lot size. In addition, for

corner lots only, any public right-of»way area(s) adjacent to the Lot wt!! beincluded in the front yard

area in applying minimum requirements. Landscaping plans for side yards adjacent to garages shall

11



Symbo! Description Quantity Size

include a minima! amount of plant material - a granite "only" design in this area is not acceptable.

(This amount is included in the before mentioned calculations of the rear yard.) Ali plants must be

seieoled from the approved plant list (Appendix B), no exceptions!

The prohibited plant list includes species with characteristics which are potentially destructive to the

natural areas, and native plants, and by reason of profuse and noxious pollen, excessive height,

weed-like characteristics of excessive growth, high water demands and other similar traits may not be

used within Anthem. Under no circumstance is it permissible to plant a prohibited plant or allow it to

remain.

Rose, vegetable and or herb gardens are permitted in the rear yard only when planted in a container

or contained area not to exceed 150 square feet and 5 feet in height from finished grade of home site.

Planted area must be a minimum of 15 feet from view fencing and vegetable gardens screened from

view of street and/or adjoining properties.

INERT GROUND COVER

AH granite shall be a minimum of 1 W' minus or 7/8" screened Apache Brown, New River Cobble, or

Saddleback Brown, and shall be applied as a 2" thick layer minimum unless otherwise approved by

the L.E.C. White rock and any rock with coatings of any kind are prohibited. No artificially colored

rock will be permitted as ground cover. Ground cover, inert material and any other landscaping

softscape or hardscape shall not be used to spell out or form names, nicknames, initials, names of

states or cities, athletic teams, slogans, states, emblems, geometric patterns or any other work,

image, symbol or communication.

B.

Stones and boulders shall be limited to those geologic types which are indigenous to the site.

Boulders shall be buried into the grade a minimum of 1/3 of the height of the boulder to enhance a

more natural appearance. Native rock or river rock may be used in drainage swales.

(Example "INERT MATERIALS" List)

l
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c. TURF

A maximum of twenty percent 20% of the front yard area of a residence including driveway may be

planted in turf. Front Lot area is defined as that area between the front Lot line and the house front,

as extended to each side Lot line. in addition, no turf may be placed within the public right of way

(R.O.W.) or tract area. Only non-seeding grasses are permitted, and if a warm season grass that

goes dormant in winter is used, overfeeding with Rye is required. Turf in enclosed rear yards is

permitted provided that no turf or spray irrigation shall abut walls or fences. Overfeeding would be

required if rear yard is visible from adjacent properties. if damage occurs, the owner shall incur all

costs of repair to his and the neighboring property and shall not hold the original builder responsible.

Planting areas of at least three feet (3') are recommended between walls, fences and structures and

turf and spray irrigation.

Artificial turf (putting greens) may be permitted in the rear yard only. Artificial turf may not exceed 400

square feet 75% of the landscape area whichever is smaller and cannot be of carpet material. A

sample of the product must be submitted to the Reviewer along with the Application for Approval.

D. HEADERS

Headers are continuous materials that separate turf from other planter or inert areas. Headers shalt

be of concrete or masonry material, may not exceed 12 inches in width and shall be flush where they

abut other paved areas. Rock, railroad ties, plastic, aluminum and redwood header boards are

prohibited.

E. IRRigATion

AI! landscape irrigation shall be underground, automatic, low water use drip systems, except for turf or

flower bed areas which may use spray systems. Overspray onto public sidewalks or streets are

prohibited. While native and arid region plant materials require minimal water, the specific

requirements vary from plant to plant and location to location.

I

r

With the exception of side yards adjacent to public R.O.W., Owners may not irrigate native landscape

areas beyond residential walls. The native vegetation in these areas does not require additional water

and irrigating these areas can lead to disease and death of the native plants, particularly cacti, and aid

in the spread of undesirable plant species or weeds. The Association may from time to time install

temporary irrigation systems if needed to establish new vegetation areas. Native plants need regular

water during the establishment period. Transplarlted desert trees may require irrigation for several

years before developing a large enough root system to survive sustained periods of drought. Other

small plant materials establish in a year or less.

ll

J
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F. WALLS & FENCES

Unless installed by the original builder, walls and fencing that totally enclose any portion of the front

lot areas are prohibited, with the exception of courtyard entries which are limited in height to four (4)

feet and must be stuccoed and painted to match the color scheme of the house. The LEC wilt review

requests for courtyard walls higher than four feet but the following requirements must be met. (A), the

courtyard wall must have been an option from the original builder at time of purchase, and (B), the

courtyard wall and entry doorway must be constructed exactly as the original builder provided.

Contact the Homeowners Association for specifications.

Retaining walls shall not exceed three (3) feet in height from finished grade in the front yard or four

(4') feet in height in the rear yard. Walls that are "Visible from Neighboring Properties" must be

painted to match the color scheme of the house.

Alterations of view fencing will be considered on an individual basis. The homeowner is required to

submit detailed drawings along with photographs of existing fencing to the L.E.C.

Any wrought iron fencing must be of a powder coat finish in an acceptable color approved by the

L.E.C.

No chain link or similar material or wood, or split rail including traditional picket fences, shall be used

as fence material on lots.

1

Variance in wall height may be granted for walls adjacent to public rights of way (provided that the

majority of owners within that Neighborhood have signed written consents to such variance.)

Unless otherwise specified, maximum height of walls shall be measured from the finished ground

elevation on the highest side of the submitted wall.
I

Cut or fill slopes along the exterior of the wall shall be smooth and taper gradually to match existing

grades. Retaining walls, which are partially below the finished grade or walls used, as planters shall

be properly moisture proofed to avoid unsightly water staining. If staining occurs, the homeowner is

responsible for the complete repair of the problem.

The original builder view walls may be altered at negative edge pools only to enhance the effect of the

pool. All pool access and fence requirements must be maintained as determined by local, county,

state, and national authorities. Any modifications must be approved by the L.E.C. and will be done so

at the sole expense of the homeowner.

J

14



r

The installation of a wildlife (rabbits, rodents, snakes, etc.) barrier on rear yard perimeter view fencing

is allowed. The barrier can be no greater than 24 inches in height and must be painted to match the

color of the view fencing. The recommended material for the barrier is % inch hardware cloth.

installation of the barrier on rear yard party wall view fencing requires neighbor constant.

G. ORNAMENTATION

Driftwood, wagons, skulls, artifacts, wagon wheels, bridges, sculpture, artificial plants, signs (other

than Real Estate signs, home security monitoring signs and signs that cannot be prohibited by law),

topiary and any other type of ornamentation are prohibited in front yards. Artificial plants are

prohibited in rear yards.

H. WATER FEATURES

A!! water features, whether built on site or purchased fully assembled, are not allowed in front yards

(except in walled courtyard areas where they are limited to 4'-0" in height). No fountain or shower is

allowed to drain directly into a wash corridor or Common Area. Water features in rear yards are

allowed but must not exceed six (6) feet in height and must be a minimum of five (5) feet from all Lot

lines.

I. SWIMMING POOLS

Swimming pools and hot tubs are not allowed in any front yard with the exception that pools and hot

tubs permitted in courtyards with full facade six (6) foot walls)." Temporary or above ground pools

larger than 8 feet in diameter are not allowed on the property. Swimming pools must conform to

County and/or City regulations. Set back for pool decking must be a minimum of five (5) feet from all

walls and fences with landscaping between the decks and walls. The grading and drainage of the lot

must not be altered from the original site plan. All pool equipment should be screened from view from

streets and/or adjoining properties. Pool equipment screening should also be designed to mitigate

noise. Slides and diving boards or other accessories cannot exceed six (6) feet in height and must be

a minimum of five (5) feet from all lot lines.

in no instance shall any portion of a perimeter fence be temporarily removed or altered, including but

not limited to removal in connection with the installation or construction of a swimming pool without

prior approval of the L.E.C. Any Owner in violation of this provision shalt be subject to monetary

penalties, suspension of voting rights and Common Area use rights, and other sanctions permitted

under the Declaration.

A too! may not be backwashed into the washes, common landscaped areas, drainage ways or

streets. Ali backwash water should be retained on the Owner's Lot.

J
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See (Section F - Walls and Fences) for negative edge pool wall enhancements.

r L DRIVEWAY EXTENSiONS

Concrete driveway extensions for access to rear yards are prohibited unless designed and built by the

original builder prior to closing. No concrete may be located in driveway areas other than that which

is included with initial home construction, however, additional concrete walking area(s) adjacent to the

driveway which extends the overall total driveway width not more than four (4) feet (2 feet on each

side) may be considered for approval by the L.E.C. Excessive use of concrete (as determined by

the L.E.C.), in front, street side and backyards will not be allowed.

As an option, driveways and walkways in front yards can be made of pavers, aggregate andlor

colored concrete. The only acceptable concrete colors for driveways andlor walkways are "Dove Sky"

or "Pewter" (both are matte colors). Contact the Homeowners Association for contractor/manufacture

information. Concrete staining is not allowed. The color for pavers must match or compliment the

color scheme of the house.
r

K. HARDSCAPES

Additional pavement or garden walls other than those built by "original builder" must be approved by

the L.E.C. Any additional pavement areas in the form of pavers, concrete, blacktop, flagstone, brick,

tile or wood decking must be approved. No bollards, chains or rope will be allowed as part of the

front yard landscaping.

J

E:
Walkways in the front yard may be concrete, flagstone, imitation Nag9one, or tike. No decomposed

granite walkways are allowed in the front yards.

AWNINGS AND CANQPIES

Awnings and canopies are allowed in rear and sidewards only. The color should match the color

scheme of the house and be constructed of canvas or other woven material. Rigid metal shutters are

permitted, only in rear and side yards, and must match the color scheme of the house. No rigid metal

or plastic awnings are permitted in front yards. Metal or wood frames for awnings and canopies must

be painted to match either the dominant or trim color of the house. All awnings and canopies are to

be maintained in "like new" condition. Owners will be required to replace awnings and canopies that

show signs of weathering.

4

M. BASKETBALL GOALS
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Permanent basketball goal, basketball standards or backboards in rear or side yards which are or

would be "Visible From Neighboring Property" are prohibited. Permanent basketball goals are

prohibited in front yards. Portable Basketball goals may be used on a lot without prior approval, but

must be stored overnight or when otherwise not in use so as not to be "Visible From Neighboring

Property".

n . COLOR SCHEME

Exterior paint color must be selected from the color palette originally approved by the original builder.

All paint color changes must be submitted for approval by the L.E.C. All fabric, tile and masonry

colors must match or complement the color scheme of the house for which they are being used.

o . FLAG DISPLAYS

In conjunction with Senate Bill 1055, approved by the Governor of Arizona on April 10, 2006, and

effective as of September 21 , 2006, the flag display guidelines for the Anthem Country Club

Community Association are amended:

a. Flags must be flown in conformance with the Federal Flag Code. In addition, only the

following flags can be displayed: The United States Flag, the State Flag of Arizona, POW/MiA

Flag, flags of the Arizona india Nations, military service flags of the United States Army,

Navy, Air Force, Marine Corps, Coast Guard. Three Flags are allowed.

Pursuant to Section 3 (c) of the Federal Flag Code, no flag shall be placed above the United

States Flag.

b. The maximum size of any flag shall be 4 (four) feet by 6 (six) feet.

The maximum height of a permanent, removable or freestanding pole Khali be 20 feet or the

height of the roof peak, whichever is less,

d. Wall mounted flag poles shall be a maximum of 5 (five) feet long with attaching brackets

painted to match the attachment area and will not require prior approval.

e. Ail poles and flags must be maintained in excellent condition according to the United States

Flag Code, Title 36, U.S.C., Chapter 10.

f. Only one permanent, removable, wail mounted or freestanding pole will be permitted per

residence or lot.

1

p.

g. it will be the responsibility of the homeowner of the lot on which a flag is displayed to do so

with the proper respect and flag etiquette.

GATES (COURTYARD AND SIDE YARD)

c.
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Gates are to be constructed of a metal/wrought iron/wood combination conforming to the design

details available from the L.E.C. Wood slats are to be painted to match the color scheme of the

house or natural wood stained as approved by the L.E.C. Wrought iron gates for courtyards must be

of a powder coat finish in an acceptable color approved by the L.E.C. All metal parts and hardware

are to be painted to match the color scheme of the house. Double gates are allowed when approved

by the L.E.C. No gates will be allowed on sides of Lots for which access would cross a Vehicular

Non-Access Easement (V.N.A.E.). No gate access will be permitted to the golf course or open space.

Q. GAZEBOS/RAMADAS

Gazebos and ramadans are allowed in rear yards only and may not exceed ten (10) feet in height

measured from ground level. A gazebo/ramada must be painted to match the color scheme of the

house or have a natural wood finish as approved by the L.E.C. A gazebo/ramada shall be located a

minimum of five feet (5') from any lot line. Screening of such structures with appropriate landscaping

and thorough consideration for all neighbors is required. Unless constructed as a trellis a

gazebo/ramada roof "Visible from Neighboring Property" shall be of tile or other approved roofing

material.

r
r

R. LIGHTING

Exterior lighting is to be understated. Emphasize downiighting as opposed to uprighting, downlighting

has less impact on the night sky as light is cast downward rather than spilling into the nighttime sky.

Ali lighting should be architecturally integrated to structures. Exterior lights shall be mounted a

maximum of 12 feet high oh building surfaces and the light source shall not be Visible from

Neighboring Property. Fixtures except those immediately at the main entrance of a residence should

be shielded from view (under building eaves, recessed in niches, behind walls or landscape) and

painted to match the color of the house where attached. Exposed bulbs and any lighting which

produces excessive glare or that shines on another Lot are not allowed. Security fighting including

motion-activated floodlights shall, at a minimum, be located beneath eave overhangs. Use of colored

lenses or tauibs is not permitted except as holiday decoration. Landscape lighting is to be low voltage.

j

J

Owners may display holiday decorations located or visible from outside their Dwelling Units if the

decorations are of the kinds normally displayed in single family residential neighborhoods, are of

reasonable size and scope, and do not disturb other owners and residents by excessive light or sound

emission or by causing an unreasonable amount of spectator traffic. Holiday decorations may be

displayed in season only from November 1st to January 31st and, during other times of the year, from

three weeks before to one week after any nationally recognized holiday,

r

s. PATIOS AND DECKS

18
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Pathos and decks may be constructed of wood, masonry, concrete or stone so long as the design and

texture of the material is in harmony with the house. Paint color shall match the color scheme of the

house. Unless constructed as a trellis, a patio roof "Visible from Neighboring Property" shall be of tile

or other approved roofing material.
I

Screened in patios (including Arizona Rooms) are not permitted in front or rear yards.

T. OTHER BUILDING FEATURES

Barbecues, Firepits and Fireplaces

Wood burning andlor gas built-in barbecue units, ffrepits and/or fireplaces must be contained within

the rear yard or courtyard with the rear yard or courtyards with full facade six (6) walls. Site chimney

elements to avoid obstructing views from inside the house or from adjacent properties must be

setback a minimum of five (5) feet from any lot line and be no more than eight (8) feet in height

measured from grade of residence. Gas burning types of vivas are acceptable. if stucco, they must

be painted to match the color of the home.

Rain Gutters

Rain gutters may be added to residences to prevent erosion of landscaped areas. AH gutter

installations must be configured to the appropriate Roof Drainage Plans for specific homes and

elevations. in addition, they must be painted to match the home. Drainage shalt not be conveyed

onto adjacent properties.

u. PLAY EQUIPMENT

Children's play equipment must be located at least five (5) feet from adjacent lots and may not exceed

a platform height of six (6) feet with a maximum shading/roof height of 10 feet. Equipment "Visible

from Neighboring Property" shall be painted to match the color scheme of the house (including slides

and ladders) or have a natural wood finish. Any canvas awning shall be of a color matching the

house (beige or tan, no stripes or multi colors allowed) and no flags are allowed. All structures shall

be maintained so as to present a neat and clean appearance. Screening of such structures with

appropriate landscaping and thorough consideration for all neighbors is required.

v. SECURlTY DOORS

Security doors must be of simple design, modest in ornamentation, and of a color compatible with the

residence. No exposed metal including wrought iron is permitted on doors or windows with the

exception of security doors (not windows) as approved by the L.E.C. A picture or photograph of the

security door is required with the submittal.

r

w. STORAGE SHEDS ARE NOT PERMITTED
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x. TENN{S COURTS OR SPORTS COURTS ARE NOT PERMITTED

r'
I

\

y. WINDOWS

Reflective glass or window film with a visible light reflection rate of 20% or greater is not allowed for

any window or skylight. Noel» reflective grass of bronze or similar color may be used. In no event shall

the interior or exterior of any window be covered with reflective material such as foil, or with paper,

bed sheets or other temporary coverings. Permanent window coverings must be installed within 90

days after the close of escrow. No exposed metal including wrought iron is permitted on doors or

windows with the exception of security doors (not windows) as approved by the L.E.C.

z. SIGNS

Only Anthem approved real estate signs, home security monitoring signs and signs that cannot be

prohibited by law are permitted.

AA. ARCHiTECTURAL CHARACTER:

1 . Modifications to, Additions to and Maintenance of Existing Homes.

a. The architecture/ des/gn of any and all additions, alterations and renovations to the

exterior of an existing home shall strictly conform to the design of the original home in

style, detailing, materials and color.

The height of any addition to an existing home shall not be higher than the original

roofline.

c.

d.

All mafia/s used in the maintenance, repair, addition to and alterations of an existing

home shall be consistent with those materials used in the original construction of the

home as to color, composition, type and method of attachment. The L.E.C. may allow

substitute materials if such materials are deemed by the L.E.C. to be compatible with

the theme of the community.

All building colors and materials shall meet the provisions of the guidelines and all

other applicable laws for upper desert and hillside landforms.

Bright untarnished copper and other metallic surfaces shall be treated to reduce

reflections.

f. Ali maintenance and repairs of existing homes shall be consistent with the Community-

Wide standard.

2. Prohibited Structures:

The following structures shall be prohibited in Anthem Country Club.

b.

e.
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a.

b.

c.

Tennis Court and Sports Courts

Storage buildings or sheds

Clothes lines or clothes poles

d. Detached garages.

f.

Tents of a permanent nature

Basketball hoops and backboards--with the exception of portable basketball hoops that

are stored from view of neighboring property, including lots and common area, when

not in use.

Iii. APPLICATION AND APPROVAL REQUIREMENTS

A. GENERAL

Pursuant to Article IV of the Declaration, any Owner wishing to:

construct improvements,

modify or add to existing improvements (including painting),

Install a pool, spa, or other water features,

Construct or install walls, fences, or hard, permanent materials, such as paving, brick,

masonry, wood trim, concrete, rocks, flagstone, outdoor barbecue, fireplaces, or other inert

material ("hardscape").

Landscape (including original landscape not installed by original builder).

Alter grading or drainage, or

Placement of any object (i.e., lighting and decorations except decorations as previously

described) requires owner submitting an application and such other materials as set forth in

Article 4 hereof (a "Review Request") to the L.E.C., as described below, and receive approval

from the L.E.C. prior to commencing construction. There are no exemptions or automatic

approvals, with the exception that a submittal of an application and plans for repainting the

exterior of a structure in its existing color is not required, if such existing color was previously

approved by the L.E.C.

•

•

•

•

It shall be the responsibility of all Owners to comply with all standards and procedures within these

Design Guidelines, as well as all requirements of the Declaration and any applicable Supplemental

Declaration.

B. Lifestyle Enhancement Committee Structure (L.E.C.)

e.
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Architectural and design review and control for Anthem Country Club is handled by a Lifestyle

Enhancement Committee established by the Board of Directors ("Board") of the Anthem Country Club

Community Association, inc. ("Association"). The L.E.C. has been established to monitor, review,

and control the development of Anthem Country Club.

b.

The L.E.C, shall review plans and specifications, and the "Associations" shall enforce the respective

Design Guidelines and may promulgate additional design standards and review procedures. The

L.E.C. has exclusive jurisdiction over original construction, initial landscape installation, unless

installed by the original builder, modifications, additions, and alterations made to lots, to structures,

and landscaping on lots. After a lot and its structures and landscaping have been completed

according to approved plans, (original construction) the L.E.C. must review all proposed changes to

the exterior of the structure and the lot.

c . Submittal Procedures

The following procedures shall apply to owners when submitting Review Requests to the L.E.C.

1. An application (sample form attached as Appendix A) requesting review by the L.E.C.

is required for all Review Requests. The application shall include the following

information:

a. Owner's name, mailing address and telephone number

The neighborhood, Lot number, and street address of the Lot

c. The Builder's original plan number and/or model name of home

d. The nature of the request. Such request shall be limited to:

i . Review and approval of final plans (initial submission)

Recorisideration of a "not approved" Review Request or any notation of

an "approved as noted" Review Request

Review and consideration of exception to or deviations from the Design

Guidelines

iii.

I

I

Review and consideration for a change to the provisions of the Design

Guidelines.
J

f.

g.

A brief description of the proposed construction or modification.

Planned completion date for the construction or modification proposed in the

Review Request.

An acknowledgment that the Owner is responsible for scheduling all work in a

timely manner and for complying with any approval issued by the L.E.C.
1

22
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iv.

I
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The names, address and telephone numbers of Owner's agent, representative,

or subcontractor (if applicable).

In addition to the application, the owner shall submit plans for the proposed

construction or modification as follows:

a. For landscape, contouring, irrigation or lighting plan approval or amendments to

approved plans, owner shall submit plot plan and one copy of the landscape,

contouring, irrigation and lighting plans for the Front and Rear Yards of the Lot.

Plans must be drawn to scale (1 " = 10 feet or 1" = 20 feet) and must clearly

indicate the following information:

i. Identify the location of all existing or proposed plants including trees,

shrubs, accent plants and groundcover. Draw proposed and existing

plants at their mature size using symbols or call outs that correspond to

the plant legend.

h.

If the Review Request is for an amendment to a previously approved

landscape plan, the existing trees, plants and shrubs shall be marked on

the landscape plan with a circle marked with a dashed line and a cross

in the center indicating their location. The proposed additions shall be

marked on the landscape plan with a circle marked with a solid line and

a dot in the center. Ali landscape materials proposed to be removed

shalt be described as part of the Review Request.

...
Ill.

The plant legend must identify the botanical and common name,

installation size, size of plant at maturity (should be same size as drawn

on the plan, and quantities. Incomplete submittals WILL NOT be

accepted for review.

Identify areas to receive any hardscape treatments. Clearly mark the

hardscape treatments of the landscape plan and the legend so that the

L.E.C. can easily determine the location, type and color of the material.

Submit material and color sample upon request by the L.E.C.

identify areas to receive landscape. The plan shall clearly indicate the

location and type of treatment proposed, i.e,, decomposed granite

locations, native rock applications, or boulders. Legend should indicate

proposed quantities, size of material and color.

1

2.

ii.

iv.
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v. Any proposed changes to the original grading must be accompanied by

a contouring plan using minimum 1» foot contour intervals. Indicate

proposed slope ratios along the face of each contoured area (3:i, 4:1,

etc.). Contouring should occur on all Front Yards or any Side Yard

located outside the fence to provide visual interest to the streetscape

and to help provide smooth, seamless transitions between proposed

and existing grades. Contouring should not result in a lumpy

appearance.

Lots have been designed and graded to provide positive drainage from

the lot to the street or to a wash/open space area. The contouring plan

must address proposed direction of flow across the site. The Owner

shall hold harmless the Association, the L.E.C., and the original builder

for any damage caused by the alteration of the grade by Owner in

connection with the design or installation of Owner's landscaping,

including damage to owner's house. The owner shall be responsible for

any additional damage to the property, house or neighboring property

caused by altering the grade.

Identify location of any proposed landscape lights, transformers or

electrical equipment and method for screening. Provide construction

details on the plans and equipment specifications in the legend including

type of fixture, color and finish of light fixture, voltage and bulb wattage

requirements. The L.E.C. may require field-testing of fixture locations at

night prior to final installation and/or the owner to provide an on-site

demonstration of proposed site lighting techniques.

b. For changes to or additions to the home, the Owner shall submit one set of floor

plans for the site, including the plot plan and a copy of the floor plan for the

model and elevation. On such plans, Owner shall draw the proposed changes

or additions to the exterior elevation. If Owner has a photograph of another

house or a picture from a magazine that will assist the L.E.C. in its review, such

photo should be submitted. The application should contain a description of the

materials Owner plans to use in such changes or additions. If the change or

addition affects the roof or roofline, a roof plan should also be submitted. A

building section may be requested depending on the complexity of the change

vi.
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or addition. The L.E.C. may require that plans be prepared by a qualified

architect or engineer depending upon the nature of the request.

c.

r

For al! other improvements, changes or additions to the Lot or the home,

including, but not limited to, construction, installation, or modification of walls

and fences, ancillary equipment, Signage, pools, play equipment, grading,

drainage, and irrigation systems, the Owner shall submit the plot plan drawn to

scale showing the locations, height, and dimension of  the proposed

improvement, change, or addition, the property line of the lot, the setback

requirements, any easements, the footprint of the home and driveway,

sidewalks, decks, patio, walls, and existing landscaping. The Owner shall also

submit a detailed description of the proposed improvement, change or addition,

the purpose of the proposed improvement, change or addition, construction

specifications, material and color samples, if appropriate, and any additional

information or clarification requested by the L.E.C. Copies of all necessary

permits, fees, and applications shall also be submitted.

3. The L.E.C. may request additional information and clarification of the information given

if deemed by the L.E.C. For example, the L.E.C. may request that large color samples

(12"x12") be painted on key exterior walls prior to completing a project. The panel

samples can be observed by the L.E.C. at various times during the day to ensure their

integrity of color under different levels of sunlight. Until all requested information is

provided to the L.E.C., the Review Request shall be deemed incomplete.

1

4. All Review Requests should be addressed to Anthem Country Club Community

Association, Inc. at such address as designated by the Board in written notice to the

Owners. Please note that the request is for the attention of the L.E.C.

Review ProceduresD.

The L.E.C. Khali review all requests without hearings and based solely on the

information contained within the Review Request, provided, however, the L.E.C., its

members and authorized agents may at any time request additional information or

inspect a lot for compliance with the Declaration, these Design Guidelines and any

approved plans for construction or modification.

r
a

2. The L.E.C. will reference these Design Guidelines in reviewing requests. Although

these Guidelines address a broad range of exterior building and site conditions, they

25
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are not intended to be all-inclusive. Variances to these Design Guidelines may be

permitted by the L.E.C. only in accordance with Article 4.5 of the Declaration.

r

1

Within forty-five (45) days of receipt of a complete Review Request, the L.E.C. shall

respond to the Owner. The L.E.C.s' decision shall be rendered in one of the following

three forms:

a.

b.

c.

E.

"Approved" .- The entire document submitted is approved in total

"Approved As Noted" - The document submitted is partially approved. The

Owner must comply with incorporating the L.E.C.s' comments and gain field

approval after the construction or alteration.

"Not Approved" The entire document submitted is not approved, and no work

may commence.

implementation of Approved Plans

1. Art work must conform to approved plans. If it is determined by the L.E.C. that work

completed or in progress on any Lot is not in compliance with these Design Guidelines

or any approval issued by the L.E.C., the L.E.C. shall notify the Board. The Board shall

notify the Owner in writing of such noncompliance within thirty (30) days of inspection,

specifying in reasonable detail the particulars of noncompliance and shalt require the

Owner to remedy the same. if the Owner fails to remedy such noncompliance or fails

to commence and continue diligently toward achieving compliance, then such

noncompliance shall be deemed to be in violation of the Declaration and these Design

Guidelines.

J

, I

2. If construction does not commence on a project for which plans have been approved

within one hundred twenty (120) days of such approval, such approval shall be

deemed withdrawn, and it shall be necessary for the Owner to resubmit the plans to

the L.E.C. for reconsideration.

1

f
a

3. The L.E.C. shall include in any approval a maximum time period for the completion of

any new construction or modification. The Owner may request an extension of such

maximum time period not less than three (3) days prior to the expiration of the

maximum time period, which the L.E.C. may approve or disapprove, in its sole

discretion. .

I

E

4. r

f

a.

of construction is not completed on a project for which plans have been approved within

the period set forth in the approval or within any extension approved by the L.E.C.,

26
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such approval shall be deemed withdrawn, and such incomplete construction shall be

deemed to be in violation of the Declaration and these Design Guidelines.

F. Reconsideration of "Not Approved" and Approved As Noted" Decisions

Any Owner shall have the right to request reconsideration of a decision of the L.E.C. by

resubmitting the information, documents and fees set forth in Article ill, however, such request

shall be considered only if the appellant has modified the proposed construction or

modification or has new information which would, in the L.E.C.'s opinion, warrant a

reconsideration. if an Owner fails to request reconsideration of a decision of the L.E.C., or if

the L.E.C. after such request again rules in a manner aggrieving the appellant, the decision of

the L.E.C. is final. The filing of a request does not extend a maximum time period for the

completion of any new construction or modification, including the period for completion of initial

landscaping.

G. Building Permits

if the plans submitted by an Owner require a building permit, it is the responsibility of the

Owner to obtain such a permit. The approval of the L.E.C. is not a guarantee that such plans

will be approved by Maricopa County or the City of Phoenix nor does it satisfy agency building

permit requirements. If the reguiatoiy agency requires modifications to the plans, such

modifications must also be approved by the L.E.C.

H. Fees

The Board may establish and charge reasonable fees for review of applications. Any fee

payments shall be made at the time of request and prior to review by the L.E.C. All fees shall

be made payable to the Anthem Country Club Community Association, Inc. and are non-

refundable.

L Enforcement

In the event of any violation of these Design Guidelines, the "Board" or the "Council" may take

enforcement action pursuant to Section 4.7 of the Declaration. The "Board" or "Council" may

remove or remedy the violation and/or seek injunctive relief requiring the removal or the

remedying of the violation. In addition, the "Board," or "Council" shall be entitled to recover the

costs incurred in enforcing compliance and/or imposing a fine, which fine shalt not exceed ten

percent (10%) of the cost of achieving compliance against the Lot upon which such violation

exists.

27



w. NONLIABILITY FOR APPROVAL OF PLANS

Section 4.6 of the Declaration contains a disclaimer of liability or responsibility for the approval of

plans and specifications contained in any request by an owner. PRIOR TO SUBMSTTING PLANS OR

INFORMATION FOR REVIEW, YOU SHOULD READ AND UNDERSTAND THiS DISCLAIMER. IF you DO

NOT UNDERSTAND IT, PLEASEASKA REPRESENTATIVE OP THE L.E.C. TO EXPLAIN IT TO you.

v. CHANGES AND AMENDMENTS TO THE DESiGN GU!DEUNES

The Design Guidelines may be amended as foHows°

A. The "Board" or "Council" may propose changes to these Design Guidelines.

Additionally, any Owner may submit to the L.E.C., proposed changes to these Design

Guidelines for review and consideration.

B. Any amendment to these Design Guidelines shall be approved by two-thirds (2/3) of

the members of the L.E.C., the Board, end Council.

c.

D.

E.

Such amendment shall be promptly posted in a prominent place within the Properties.

All amendments shall become effective upon adoption by the L.E.C. Such

amendments shall not be retroactive to previous work or approved work in progress.

in no way shall any amendment to these Design Guidelines change, alter or modify

any provision of the Declaration, any Supplemental Declaration or the Articles or By»

Laws of the Association .

VI. DEFINITIONS

"Visible From Neighboring Property'

"Visible From Neighboring Property" shall mean, with respect to any given object, that such

object is or would be visible to a person six feet (6') tail, standing on any part of such

neighboring property or common area at the elevation no greater than the elevation of the

base of the object being viewed.

r"

"Neighboring Property"

"Neighboring Property" shall include a Lot, Common Area, or other property, located in any

direction from the Lot in question, that is either immediately adjacent to the Lot or is located in

the general vicinity of the Lot (such that an item located on the Lot could be visible from the

nearby Lot, Common Area, or other property).

28

J

s



r

APPENDIX A

ANTHEM COUNTRY CLUB AR(jl-l1TEC'I'URAL REVIEW COMMITTEE
APPLICATION for APPROVAL

NOTION: SUBMITTAL CANNOT BE ACCEPTED WITHOUT HomEownER S!GNA'llURE

This application is for Approval of Landscaping and Exterior Modifications
Submit one copy of plans, minimmn size of 8 W' x ll" maximum size of 11" x 17"

Date Submitted: I /

HomeownerName: Plwng

Anthem Address: I5-ma ii

Other Mailing Address:

Natureof Request: check number & circle al:proprinte item Est. Completion Date*
()l. Landscaping (Fw!a1 Yard, Rear Yar<l-Please circle appropriate) (Provide a sample of granite)
()2. Concrete Work Only (walkways, patio, etc.)
()3. Walls, Fences, Gales
()4. Patio Extension, Sun Screens, Awnings
()5. Pool, Spa or Jacuzzi, Fountain
( )6. S&t6llil¢ Dish
( )7. Sceurity Door
()8. OLder:

I /

Contractor Name & Plume NO.:
Plans must include the following (whore applicable): Plot Plan, Floor plan, Exterior Elevations, Roof' Design, Exkirior Materials and
Finishes, Landscaping Plan, Wall Dimensions with Side View, and such other items noedW Io reflect the characlnr and dimension of

lnodifications.

The undersigned ackn0wlcciges that any work laerformcd prior to the wriwcn approval of the Anthem Country Club Community
Association (ACCCA) will result in the homeowner being liable For of! costs necessary to bring the properly into compliance with the
CC8cR'S (DISCLARATION) or DESIGN GUIDELINES.

Each homeowner acknowledges and agrees that in the event of damage or desmrelion of structures and/or the wlnmon areas (slrcels,
sidewalks, washes, monument signs, walls, wrought iron fencing and ale.). Each homeowner is rcsponsilzle for any damage done to the
common areas by the homeowner or vendor contracted to perform work. Each homeowner shall come forward and repoli any damage to
the common areas within the Anthem Country Club Comlmmity Assoeiaiion in order to repair or replace any damage and return lo the
condition it was in and to maintain the standards and aesthetics of the ACCCA.

i In the event damage docs occur, the homeowner is :Tec to seek insrtrallce wzliefi Any coals not covered by insurance proceedsshall be
paid by the homeowner. By signing this application, I the homeowner authorize the ACCCA to enter the propcny for inc purpose of
inspecting all work indcntified on the application as being satisfactorily completed.

(Required) HomcownerSignature Date

i
THIS A1>f>uovAL 00188 NOT RELIEVE ANY we OWNRR FROM PULL COMPLIANCE WITI-I ALL PROVISIONS OF 11113
ANTI-I18M COUNTRY CLUB COMMUNITY ASSOCIATION CC&R'S AND CURRENT IDBSIGN GumIauwn I{I'QUlR}3M!8N'IIS.
FURTHER, T!-IIS APPROVAL DOES NOT CONSTITUTE APPROVAL OR COMPLIANCE worn APPLICABLE ARIZONA OR
MARKIOPA COUNTY LAW, BUlLDlNO ANI)/OR SAFETY REQUIREMENT

ACTION TAKENBY ARC:
( ) Approved
( )Approvedas Noted (the request submfttW is ootxdilionafly approved subject to nntccl conditions)
() Disapproved (the request is :wt approved andmust be re~submitted_witi\ rcvisi<>ns)

Committee Member Signaiurcs: Dame: l

J

COMMENTS: (Sec notes on plan)
J

Mail To: Anthem HOA Building ATTN: Landscape Submittal 370i W. Anthem Way, Suite £02 Anthem, AZ 85886
Phone: 623442-6050 Fax: 623-742-6170



Resolution
of the

Beard of Directors
of

Anthem Country Club Community Association, Inc.

Subject:

Submitted by:

Artificial Turf

Anthem Country Club Lifestyle Enhancement Committee

The following resolution was duly adopted by the Board of Directors of the Anthem
Country Club Community Association, Inc., (Association) at a regular meeting of the
Board of Directnors (Board) held on April 16, 2009 .

WHEREAS, The Anthem Country Club Lifestyle Enhancement Committee
recommends that the Design Guidelines be amended to state that the use of artificial turf
be allowed in the front yards of residences with strict guidelines for qualityand color to
be determined by the LEC Committee.

THEREFORE, BE IT RESOLVED, that the Anthem Country Club
Community Association, Inc. Board of Directors agrees to change the Design
Guidelines to include the use of aztiiicial turf in the front yards of residents with strict
guidelines for use. See addendum for specificaNons.

The undersigned, by affivdng their signatures hereto, do hereby consent to, authorize,
and approve of the foregoing resolutions this 16'*' day of April, 2009.

.. Tucker, President

¢¢, % -~. 4. .~ `
Ray1~}¢&;,K/i0¢ evident

r

r

i
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ARTIFICIAL TURF

Being in a desert environment, water conservation is an important priority. Because of
this, the Lifestyle Enhancement Committee (LEC) and the Board of Directors will
consider requests to install artificial turf on lots under the following conditions:

The LEC and/ or Board of Directors reserves the right to require removal/replacement of
any area of artificial turf which does not meet the standards set forth by these guidelines.

Artificial turf must be professionally installed by a licensed representative of the
manufacturer and covered by a mam\facturer' s warranty of at least seven years. The
installation contractor must be licensed, bonded and insured.

Any request forinstallation of artificial turf must include a minimum of a one foot square
boxed sample (including infill) of the exact finished turf product, along with the
manufacturer's product specifications. Allowable tufted face weight (Pile weight) range is
behveen 30 ounces to 78 ounces per square yard. The maxi mum width of the stitch gage is
M inch.

A m'mimum of 3 inches of compacted aggregate material shall be installed under the
artificial turf surface (sub-base materials).

Artificial turf must be installed in such a way as to appear seamless and uniform. All
seams must be glued. Only natural colors are acceptable, to remain unchanged from the
natural green lawn appearance, and subject to approval by a LEC reviewer.

The length of the artificial turf shall be minimum of 1 % inches, not to exceed 2 % inches.

Only turf requiring infill installation will be allowed. Infill material installation shall be
according to turf manufacturer specifications or based upon standard industry guidelines.
Minimum infill installation shall be 2 pounds per square foot.

Artificial turf must be maintained in like-new condition, color, and uniformity with no
tears or seams visible. Any fading or deter°oration of wear patterns and incidental
damage of the product will necessitate replacement. ,

Artificial turf may not encompass more than 20% of the front yard, and utilize a header
(border) as needed. See section D of the Design Guidelines for specific header
specifications.

Replacement of the artificial turf must be pre-approved by the Lifestyle Enhancement
Committee to ensure like type, color and quality of the replacement product.

2
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Artificial turf (putting greens) may be permitted in time rear yard. Artificial turf may not exceed
400 square feet or 75% of the landscape area whichever is smaller and cannot be of carpet
material. A sample of the product must be submitted to the Reviewer along with the
Application for Approval. All artificial turf must be maintained in "like new" condition and
must be replaced uponfading or deterioration.

\
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Resolution
of the

Board of Directors
of

Anthem Country Club Community Association, Inc.

Subject:

Submitted by:

Temporary Canopies

Anthem Country Club Lifestyle Enhancement Committee

The following resolution was duly adopted by the Board of Directors of the Anthem
Country Club Community Association, Inc., (Association) at a regular meeting of the
Board of Directors (Board)held on April 16,2009.

WHEREAS, The Anthem Country Club Lifestyle Enhancement Committee
recommends that the Design Guidelines be amended to state that temporary canopies
need approval of the LEC before installation.

THEREFORE, BE IT RESOLVED, that the A11th€£!I1 CouI1t1'y Club
Community Association, Inc. Board of Directors agrees to amend the Design Guidelines
to state that temporary canopies need approval of the LEC before installation.

The undersigned, by affixing their signatures hereto, do hereby consent to, authorize,
and approve of the foregoing resolutions this 16"* day of April, 2009.

I

. Tucker, President

4 7 * 'r
Ray N9{ris, ice evident

I

el



Resolution
of the

Board of Directors
of

Anthem Country Club Community Association, Inc.

Granite Color additionsSubject:

Submitted by: Anthem Country Club Lifestyle Enhancement Committee

The following resolution was duly adopted by the Board of Directors of the Anthem
Country Club Community Association, Inc., (Association) at a regular meeting of the
Board of Directors G3oard) held on April 16, 2009.

WHEREAS, The Anthem Country Club Lifestyle Enhancement Committee
recommends that the Design Guidelines be amended to state the addition of "New River
Cobble" and "Saddleback Brown" as an approved granite colors.

THEREFORE, BE IT RESOLVED, that the Anthem Country Club
Community Association, inc. Board of Directors agrees to amend the Design Guidelines
to state the addition of "New River Cobble" and "Saddleback Brown" as additional
granite colors. Approval of the LEC before installation with a sample of the granite is
required.

The undersigned, by affixing their signatures hereto, do hereby consent to, authorize,
and approve of the foregoing resolutions this 16"' day of April, 2009 .

D..0ll1Tc'Ker

'Ir-,WQ74
Ra4;{&18 /

1

I
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Resolution
of the »

Board of Directors
of

Anthem Country Club Community Association, Inc.

Subject:

Submitted by:

LEC/Address Lighting Guidelines

Anthem Country Club Lifestyle Enhancement Committee

The following resolutioxi was duly adopted by the Board of Directors of the Anthem
Country Club Community Association, Inc., (Association) at a regular meeting of the
Board of Directors (Board) held on October 15, 2009*

f WHEREAS, The Anthem Country Club Lifestyle Enhancement Committee
(Committee) recommends the approval of the use of house number/street address lighting
to be added to the Design Guidelines. Homeowners may install the pre» approved lights
without submitting an application. Any lights that are not on the approved specification
list must be submitted for approval. .

THEREFGRE, BE IT RESOLVED, that the Anthem Country Club Community
Association, Inc. Board of Directors agrees to approve the amendment to the Design
Guidelines as submitted by the LEC.

The undersigned, by affixing their signatures hereto, do hereby consent to, authorize, and
approve of the foregoing resolutions this 15'*' day of October, 2809.

R.D. Tucker, President

\-

r1. ,
\» \-'

Ray Norris/Director /



Illuminator
Solar Address Lamp
$32.99 at TARGET

Solar Address Light
$24.97 at Home Depot
Model # G2018-1 Part # G2018-



APPROVED HOUSE NUMBER LIGHTING
LOWES

ITEM # 24236 MODEL: L02225BR

ITEM # 24232 MODEL: L02221RT



APPROVED HOUSE NUMBER LIGHTING

,?;

--~»sr'

STORE SKU#397540 MODEL # P5995-50

STORE SKU # 876378 MODEL # 002-330225-0RB
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1. INTRODUCTION

A. PHILOSOPHY

Anthem is planned as a seiflcontained and self-sustaining community with diverse neighborhoods in
several interconnected "villages" providing a broad spectrumof housing, commercial and employment
opportunities and a mix of income levels, lifestyles and living arrangements. In Anthem, Del Webb (the
original builder) has incorporated its many years of planning and development experience in applying
new criteria to the devdoprnent of this master planned community .

Anthem will develop over many years. Its development philosophy, goals and objectives have been
crafted to guide development and design well into the future in a way that accommodates the full
spectrum of community needs, including custom and conventional builders, future multifamily units, and
all types of non-residential/commerciaiand employmentactivities. All participating builders are required
to adhere to Anthem's philosophy of minimum visual impact and preservation and maintenance of the
desert ecosystem.

These Design Guidelines provide an overall framework for 1) achieving visual harmony with the natural
environment by striving for minimum visual impact of the buildings on the landscape; 2) enhancing
harmony within the built environment by stimulating a natural, agreeable and appropriate diversity of
style;3) advancing biological harmony with the natural environment by integrating man and his needs
into the existing desert ecosystem; and 4) establishing a
development and changes within the community.

review process appropriate to ongoing

MISSIONSTATEMENT

The mission of the original builder in development of Anthem was to create a sustainable
community that accommodates its growth responsibly on social, economic and environmental
levels, to operate on a set of shared values, engendering a pride of place and sense of heritage, to
reduce the negative effects of development on the environment; to utilize a philosophy of
minimum visual impact of the built environment on the Sonoran Desert, and to become a
community that contributes positively to the region and exists in harmony with surrounding
communities.

B. OVERVIEW OF GUIDELINES

The Anthem Parkside Community Residential Design Guidelines ("Design Guidelines") provide an
overall framework for community development and progress in an orderly and cohesive manner,
impiementingplanning and design concepts which are required by regulatory agencies and desirable to its
residents. The Design Guidelines include minimum standards for the design, size, location, style,
structure, materials and color of architectural improvements and landscaping, and relevant criteria for the
construction or modification of all improvementsrnade by any party other than die original builder. They
also establish a process for the judicious review of proposed improvements or alterations. However, the
Design Guidelines are not the exclusive basis for decisions of the Architectural Review Committee, and

4
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compliance with the Design Glidelines does not guarantee approval of any application.

The Design Guidelines have been prepared by the original builder and adopted by the Anthem
Community Council (the "Council") for application throughout the Anthem residential community. The
Anthem Parkside community may be subject to additional guidelines, provided such additional guidelines
may not be in derogation of these Design Guidelines. Such additional design guidelines may be
promulgated in accordance with Article IV of the Declaration of Covenants, Conditions, and Restrictions
for Anthem Parkside ("Anthem Parkside Declaration"), Any reference to the "Declaration" in these
Design Guidelines shall refer to the Anthem Parkside Declaration. All capitalized terms shall be given the
meanings ascribed to them below or in the Declaration of Covenants and Easements for Anthem
("Community Covenant"), the Declaration, or any supplements or amendments thereto, unless the context
requires otherwise. The appropriate Reviewer will administer the Design Guidelines pursuant to the
Declaration. The Reviewerofmodifications within the Anthem Parkside Community shall be the Parkside
"Architectural Review Cornmittee"(A.R.C.).

In the event of conflict between these Design Guidelines, the Declaration, any other declaration of
covenants or restrictions, and any governmental ordinance, building code or regulation, the more
restrictive standard shall prevail.

4

C. DEFINITIONS

1. "Visible From Neighboring Property"

"Visible from neighboring property" means visible to a six foot tall person standing at ground
level on any part of the neighboring property at an elevation no greater than the elevation of the
base of the object being viewed.

J

2. "Neighboring Property"

"Neighboring Properly" shall include a Lot, Common Area, or other Property, located in any
direction from the Lot in question, that is either immediately adjacent to the Lot or is located in
the general vicinity of the Lot (such that an item located on the Lot could be visible from the
nearby Lot, Common Area, or other property).

I

3. "Commercial Vehicle"

A. "Commercial Vehicle" shall be defined as: (per addendum #6 October 14, 2003)

1.

2.
3.

Trucks with ladders, racks, "cherry pickers", or any other appurtenances making
the vehicle useable for business purposes,
Any vehicle with a rating of over one ton;
Or any vehicle over 230 inches long.

f

B. Vehicles NOT considered "commercial vehicles" are;

I) Any vehicle that governmental or quasi-govemmental agency employees are required
5
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to drive (i.e. Fire Chief Police cruises, utility company employees),
2) Cargo vans or pick-up trucks with no appurtenances described in Al) above.

D. MODIFICATIONS

No exterior construction, alteration, addition, or renovation to any structure or improvements on a
Lot; no modifications to patios, and no landscaping, hardscape, walls or fences will be allowed on any
Lot, without application to, and written approval by, the Reviewer. Each Owner is responsible for
removing or otherwise curing, at its expense, non-complying and/or unapproved improvements.
Any exterior modification made to a Parkside property without prior written approval by the
Architectural Review Committee will be subject to a $300 fine and possible forced removal of
the installation. If the unapproved modification is not approved or removed within thirty days of
the date of violation, additional fines of $300 per month will be assessed until the modification is
either approved or removed .

1. Architectural Character

The architectural design of all additions, alterations, and renovations to the
exterior otlany Dwelling Unit shall conform to the design of the original home in
style, detailing, materials, and color.

b. The height of any addition to an existing dwelling unit shall not be higher than
the original roofline.

c . All additions to Dwelling Units shall be built within the Building setback lines
originally established for Anthem or as changed by the original builder with the
requisite approval of Maricopa County or the City of Phoenix, regardless of more
lenient requirements of any local governmental authority.

I

All materials used in the maintenance, repair, additions and alterations of any
structure or improvement subj act to review hereunder shall match those used in
the initial construction of the improvement as to color, composition, type, and
method of attachment. The Reviewer may allow substitute materials if it deems
such materials to be compatible with the theme of the community.

,

e. No addition, alteration, or renovation of an existing Dwelling Unit, or any other
activity on a Lot, may alter the established Lot drainage (as established by the
original builder.)

f_ No alterations or improvements that create or provide a flat, non-draining roof
surface may be made. All roofs must drain to the ground solely within the Lot
area and shall not drain directly onto a neighboring property.

g. All building colors and materials shall meet the provisions of the guidelines and
all other applicable laws for the upper desert and hillside landforms.

1
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Bright untarnished copper and other metallic surfaces shall be treated to reduce
reflections l

i. All maintenance and repairs of existing homes shall be consistent with the
Community-Wide Standard.

2. Prohibited Structures:

The following structures shall be prohibited in Anthem Parkside :

a. Clothes lines or clothes poles.

b. Detached garages.

c. Tents of a permanent nature.

3. Ancillary Equipment

a. Roof-mounted equipment (including without limitation mechanical and air
conditioning) is prohibited. No solar heating equipment or device is permitted
outside the Dwelling Unit except such devices whose installation and use is
protected by federal or Arizona laws. Notwithstanding such protection, an
application for such equipment or device must be submitted for approval under
Article IV of the Declaration prior to installation and approval, and approval will
be granted only if:

i First, such equipmentor device is designed for minimal visual intrusion
when installed (i.e. is located in a manner which minimizes visibility
from the street or an adj agent Lot and is consistentwith the Community-
Wide Standard); and

Second, the equipment or device complies to the maximum extent
feasible with the Design Guidelines within the confines of the applicable
governmental regulations,

f
J

b. Satellite dish antennas of one meter or less in diameter may be erected on any
Lot. The satellite dish antenna is permitted in the rear or side yard, below fence
wall level, if reception is available at that location. The preferred placement of
the satellite dish is in the rear yard so long as an acceptable quality signal can be
received at that location. If an acceptable quality signal cannot be received in the
rear yard placement in the front of the house or front yard is permissible. The
satellite dish shall be of a color compatible with the color scheme of the house
(painting of the dish and exposed wires may be required so long as the painting
of the satellite dish will not void the manu1° .acturer's warranty or affect the
signal). When placed in the front of the house or the front yard, screening will be
required when appropriate if it does not interfere with reception and constitute an

7

r

I

Vet 1.11 9-30-09

h.

ii



a

unreasonable expense.
Any transmission cable from a receiver to the house must be underground.

E. ORIGINAL CONSTRUCTION

The term original construction shall include all improvements, landscaping, walls and fences installed by
the original builder. All other improvements, landscaping, waliwnd fences are modifications and will
require approval of the Reviewer prior to start of construction.

Applications for approval of construction shall be submitted to the appropriate Reviewer in accordance
with procedures set forth in the Declaration and these Design Guidelines.

f

r

I
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11. DESIGN GUIDELINES (ANTHEM PARKSIDE)

Nothing in these guidelines is intended to waive the right of the Reviewer to approve or deny any
modification of property within Anthem pursuant to Article IV of the Declaration of Covenants,
Conditions and Restrictions for Anthem Parkside. The detail provided herein is intended to be a guideline
only, No work may commence until after approval of the Reviewer has been obtained pursuant to Section
III of' these Design Guidelines.

A. LANDSCAPING REQUIREMENTS AND GUIDELINES

Each Owner shall landscape their front yard and public right-of-way area(s) adjacent to their respective
Lot, unless landscaping is installed by the original builder, within a period of ninety(90) days from close
of escrow or the issuance of a certificate of occupancy, whichever is later, and shall landscape their rear
yard within a period of 180 days from close of escrow or the issuance of a certificate of occupancy,
whichever is later. All landscaping shall comply with the following minimum requirements

1. The use of native or near~nativecompatibledrought~tolerant species from the attached
"Approved Plant List" (Appendix B) is required for all yard landscaping. Only species
listed in Appendix B are permitted.

All trees must be planted a minimum of five (5) feet from all property lines and/or
perimeter property line walls. Trees with shallow and/or invasive roots systems planted
within five (5) feet from concrete walks and walls shall include root barriers. All other
landscape plantings must be installed a minimum of three (3) feet from all property lines
and perimeter property line walls. All landscape plantings shall be planted a minimum of
18" away from structures.

3. A fully automatic underground wateringsystem shall be used to maintain all landscape
plantings. Irrigation systems that use drip emitters instead of spray heads or bubblers are
highly encouraged. When it is necessary to use sprinklers, care should be taken to avoid
overspray on hardscape, structures, walls, fences and windows.

The Owner must cover all areas of the Lot with landscape materials (plants, inert
materials, etc.) Bare areas are prohibited

Homeowners should attempt to create a landscape with as mature an effect as possible at the time of
installation. No unusually immature or undersized plantings will be permitted.

r

Plant compositions should employ a variety of sizes of plants when planting rather than all one size. This
creates immediate interest in the landscape scene and helps avoid the look of under-sized plantings. Tree
and shrub selection should take into account the natural mature height and canopyof the species selected
to avoid heavy pruning. All trees and plants must be contained on Owner's lot. Planting schemes should
include species from the group listed below. The A.R.C. realizes that plant sizes and relationships will
differ depending on the species chosen and will review each ease individually. Plant types shown below
are intended to include accent plants, vines, and ornamental grasses in addition to shrubs and
groundcovers (refer to the Approved Plant List, Appendix B). These plants should be incorporated into
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the most appropriate size category.
Suggested Plant Size/Tvpe Ratios:

Groundcovers:
Small Plants:

(35%)
(15%)

Medium Plants:
*Large Plants:
*Treesz
Cacti:

Low, wide spreading plants up to 18" or 2' in height.
Plant materials, which are under 2' in height and are
Not classified as ground covers.
Plant materials that range between 2' and 4' in height.
Plant materials above 4' in height.
24" Box
Sizes vary from smallto large.

(10%)
(30%)
(5%)
(5%)

*Placement of larger shrubs and trees should be carefully considered so as not to overpower small spaces,
block views from windows, or create a situation where heavy pruning is required to keep the plant size
within the space allotted.

The use of multi~trunk trees is encouraged over single trunk trees within front yards. This adds to the
informal, natural look along the streetscape. Single trunk trees should be used within narrow sidewards
where canopies can clear structures and notrestrict circulation.

Front yard landscape and maintenanceshall be continuous from the back of curb, or the back of sidewalk,
whichever is appropriate, and shall be the responsibility of the Homeowner.

Mature growth of plant materials shall not encroach onto adjacent lots or onto sidewalks or restrict
pedestrian circulation. To maintain sight lines along the street corridors, plant heights within the Right-
of~Way easements should not exceed two (2) feet. The A.R.C. may impose setback requirements to
address the unique characteristics of any lot in relationship to street, other lots, open spaces, or any other
visible relationship to the lot in review.

Extremely Small Front Yards:

The two-tree minimum may be waived for lots with front yards less than 1,100 square feet in
area. The area is determined by the square footage of the landscape area in the front yard. This
area excludes driveways and sidewalk areas but does include both sides of the driveway. Small
front yards are broken down into two categories based on square footage:

Landscape Area less than 600 Square Feet.
If the square footage of the landscape area of your front yard is less than 600 square feet,
you must plant at least one of the following along with the appropriate minimum small
plants indicated on pages 10 and 11:

1.
2.
3.

24" Box Tree from the Approved Plant List
15 Gallon Size Tree firm the Approved Plant List
Saguaro (Carnegies Gigantee) of at least 15 gallon size and six feet in
height

10
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Ocotillo (Fouquieria Splendens) of at least 15 gallon size and six feet in
height

Landscape Area Between 600 Square Feet and 1,100 Square Feet
If the square footage of the landscape area of your front yard is greater than 600 square feet

but less than 1,100 square feet, you must plant at least one of the following along
with the appropriate minimum small plants indicated on pages 10 and ll:
1. 24" Box Tree from the Approved Plant List
2. 15 Gallon Size Tree from the Approved Plant List

A Saguaro (Carnegiea Gigantee) or an Ocotillo (Fouquieria Splendens) May be used in addition
to one of the two trees listed above but may not be substituted for one of the trees.

4.

A11 other yards are classified into four (4) categories: interior Lot, corner Lot, cut-de-sac Lot and over-
sized Lot. Minimum planting requirements for each category are as follows:

INTERIOR LOT
Front yard: Eight (8) shrubs; one (1) gallon size

Five (5) shrubs; five (5) gallon size
Five (5) ground cover; one (1) gallon size
Three (3) accents; one (1) gallon size
One (1) tree; 24" box size
One (1) tree; fifteen (15) gallon size

r
J

Back yard: Eight (8) shrubs; one (1) gallon size
Five (5) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

CORNER LOT
Front yard: Twelve (12) shrubs; one (1) gallon size

Six (6) shrubs; live (5) gallon size
Five (5) ground cover, one (1) gallon size
Three (3) accents; one (1) gallon size
One (1) tree, 24" box size
One (1) tree; fifteen (15) gallon size

r

Back yard : Eight (8) shrubs; one (1) gallon size
Five (5) shrubs; five (S) gallon size
Two (2) trees; fifteen (15) gallon size

Front yard area for Comer Lots includes the front and street side yard area for minimum plant
requirements.

I
i

CUL-DE-SAC LOT
Front yard: Eight (8) shrubs; one (1) gallon size

Five (5) shrubs; five (5) gallon size
Five (5) ground cover; one (1) gallon size

11
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Three (3) accents; one (1) gallon size
One (1) tree, 24" box size
One (1) tree; fifteen (15) gallon size

Back yard: Nine (9) shrubs; one (1) gallon size
Six (6) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

OVERSIZED / LARGE LOT (OVER 9,200 S.F.)
Front yard: Ten (10) shrubs; one (l) gallon size

Seven (7) shrubs; five (5) gallon size
Seven (7) ground cover; one (1) gallon size
Four (4) accents; one (1) gallon size
One (1) tree, 24" box size
One (1) tree; fifteen (15) gallon size

Back yardl Ten (10) shrubs; one (1) gallon size
Six (6) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

Additional plants may be requireden large Lots at the discretion of the A.R.C.

Substitutions:

Except for Extremely Small Front Yards, the following substitutions may be made:

A five (5) gallon plant may be substituted with two (2) one (1) gallon plants.
A one (1) gallon plant may be substituted with one (1) five (5) gallon plant.
A fifteen gallon tree may be substituted with either a Saguaro (Carnegiea Gigantee) or an Ocotillo
(Fouquieria Splendors) provided that the plant is a minimum of fifteen (l5) gallon and six (6) feet
in height.

Variances to these minimums may be made by the A.R.C. depending on lot size. In addition, for corner
Lots only, any public right» of-way area(s) adjacent to the Lot will be included in the front yard area in
applying minimum requirements. Landscapingpians for side yards adjacentto driveways shall include a
minimum of one five (5) gallon and two one (I) gallon plants. Having granite only in this area is
prohibited. All plant material must be selected from the approved plant list (Appendix B), no exceptions!

The prohibited plant materials set forth in Appendix C include species with characteristics which are
potentially destructive to the natural areas, and native plants, and by reason of profuse and noxious pollen,
excessive height, weed-like characteristics of excessive growth, high water demands and other similar
traits may not be used within Anthem. Under no circumstances is it permissible to plant a prohibited
plant or allow it to remain. This includes potted plants.

All other yards are classified into four (4) categories: interior Lot,corner Lot, cut-de-sac Lot and over-
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sized Lot. Minimumplanting requirements for each category are as follows:

INTERIOR LOT
Front yard: Eight (8) shrubs; one (1) gallon size

Five (5) shrubs; five (5) gallon size
Five (5) ground cover; one (1) gallon size
Three (3) accents; one (1) gallon size
One (1) tree; 24" box size
One (1) tree; fifteen (15) gallon size

Back yard: Eight (8) shrubs; one (1) gallon size
Five (5) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

CORNER LOT
Front yard: Twelve (12) shrubs; one (1) gallon size

Six (6) shrubs; five (5) gallon size
Five (5) ground cover; one (1) gallon size
Three (3) accents; one (1) gallon size
One (I) tree; 24" box size
One (1) tree; fifteen (15) gallon size

Back yard: Eight (8) shrubs; one (1) gallon size
Five (5) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

1

Front yard area for Corner Lots includes the front and street side yard area for minimum plant
requirements.

I

J

r

CUL-DE~SAC LOT
Front yard: Eight (8) shrubs; one (1) gallon size

Five (5) shrubs; five (5) gallon size
Five (5) ground cover; one (1) gallon size
Three (3) accents, one (1) gallon size
One (1) tree; 24" box size
One (1) tree; fifteen (15) gallon size

r/

Back yard: Nine (9) shrubs; one (1) gallon size
Six (6) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

OVERSIZED / LARGE LOT (OVER 9.200 S.F.)
Front yard: Ten (10) shrubs; one (1) gallon size l
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Seven (7) shrubs; five (5) gallon size
Seven (7) ground cover; one (1) gallon size
Four (4) accents; one (1) gallon size
One (1) tree; 24" box size
One (1) tree; fifteen (15) gallon size

Back yard : Ten (10) shrubs; one (1) gallon size
Six (6) shrubs; five (5) gallon size
Two (2) trees; fifteen (15) gallon size

Additional plants may be requireden large Lots at the discretion of the A.R.C.

Substitutions:

A five (5) gallon plant may be substituted with two (2) one (l) gallon plants.
A one (1) gallon plant may be substituted with one (i) five (5) gallon plant.
A fifteen gailontree may be substituted with either a Saguaro (Carnegies Gigantee) or an Ocotillo
(Fouquieria Spiendens) provided thatthe plant is a minimum of fifteen (I5) gallon and six (6) feet
in height.

Variances to these minimums may be madeby the A.R.C. depending on lot size. In addition, for corner
Lots only, any public right~of-way area(s) adjacent to the Lot will be included in the front yard area in
applying minimum requirements. Landscaping plans for side yards adj agent to driveways shall include a
minimum of one five (5) gallon and two one (1) gallon plants. Having granite only in this area is
prohibited. All plantmaterial must be selected from the approved plant list (Appendix B), no exceptions!

The prohibited plant materials set forth in Appendix C include species with characteristics which are
potentially destructive to the natural areas, and native plants, and by reason of profuse and noxious pollen,
excessive height, weed-like characteristics of excessive growth, high water demands and other similar
traits may not be used within Anthem. Under no circumstances is it permissible to plant a prohibited
plant or allow it to remain. This includes potted plants.

Artificial plants (other than artificial tori) are prohibited in the front yards and rear yards where
Visible From Neighboring Property (see Ornamentation).

14
Vet 1.11 9-30-09



Symbol Quantity Size Botanical Name Common Name

f
Plant Legend:

Prepare and submit a plant legend with all submittals. The plant legend must reflect the actual plant
materials, size, and quantities depicted on the landscape plan. Example of plant legend format is shown
on the next page. DRAW ALL PROPOSED PLANT MATERIALS ON A SCALEABLE PLAN.
INDICATE THE LOCATION OF EACH PLANT SHOWN ON THE PLANT LEGEND ON THE
PLAN. PLANS TO BE A MINIMUM OF Sl/2" X ll" AND A MAXIMUM OF I 159 X l7".

Rose, vegetable, and or herb gardens are permitted in the rear yard onlywhen planted in a container or
contained area not to exceed 150 square feet and 5 feet in height from finished grade of home site.
Planted area must be a minimum of I5 feet from view fencing and vegetable gardens screened from view
of street and/or adjoining properties.

EXAMPLE OF A PLANT LEGEND:

rI

r

I

J

5

I

/
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B. INERT GRQUND COVER

All granite shall be a minimum of % "Screened" or larger and be applied as as inch layerminimuin. The
color must be selected from the following approved color list:

Apache Brown
Cinnamon Brown
Saddleback Brown
Aztec Brown
Baja Brown
Madison Gold
Mojave Gold
Dutchman's Gold
Apache Rose
Sedona Red
Ruby Red
Desert Coral
New River Cobble

r

In Unit 81 only, W' minus granite may be used as driveway access to the rear yard gate so long as if
matches the color of the rest of the granite installed in the yard.

White rock and any rock with coatings of any kind are prohibited. No artificially colored rock will be
permitted as ground cover. Ground cover, inert material and any other landscaping softscape or
hardscape shall not be used to spell out or form names, nicknames, initials, names of states or cities,
athletic teams, slogans, states, emblems, geometric patterns or any other word, image, symbol or
communication.

fI

r

Stones and boulders shall be limited to those geologic types, which are indigenous to the site. Boulders
shall be buried into the grade a minimum of 1/3 of the height of the boulder to enhance a more
natural appearance. Native rock or river rock may be used in drainage swales

The use of pea gravel is limited to the use as ground cover in a children's play area and/or a dog run in the
rear yard only. The maximum allowable area on any one lot is 300 square feet.

16
Verl.}1 9-30~09



c. TURF

1. NATURAL TURF/SOD

A maximum of 20% of the front Lot area, including the driveway, may be planted in turf. Front
Lot area is defined as that area between the front Lot line and the house front, as extended to each
side Lot line. In addition, no turf may be placed within the public right of way (R.O.W.) or tract
area. Only non-seeding grasses are permitted, and i f a warm season grass that goes dormant in
winter is used, overfeeding with Rye is required. Turf in enclosed rear yards is permitted
provided that no turf or spray irrigation shall abut walls or fences. Overseeding would be
required if  rear yard is v isible from adjacent properties. Turf/sod and the associated
irrigation/sprinkler system are not to be located closer than three (3) feet to all walls, fences, and
structures to avoid overspray .

2. ARTIFICIAL TURF

Being in a desert environment, water conservation is an important priority. Because of
this, the Architectural Review Committee (ARC) and the Board of Directors will consider
requests to install artificial turf on lots under the following conditions:

The ARC and/or Board of Directors reserves the right to require removal/replacement of
any areaof artificial turf which does not meet the standards set forth by these guidelines.

Artificial turf must be professionally installed by a licensed representative of the
manufacturer and covered by a manufacturer's warranty of at least seven years. The
installation contractor must be licensed, bonded and insured.

Any request for installation of artificial turf must include a minimum of a one square foot
boxed sample (including infill) of the exact finished turf' product, along with the
manufacturer's product specifications. Allowable tufted face weight (Pile weight)range is
between 30 ounces to 78 ounces per square yard. The maximum width of the stitch gage
is 3/4 inch.

A minimum of 3 inches of compacted aggregate material shall be installed under the
artificial turf surface (sub-base materials).

Artificial turf must be installed in such a way as to appear seamless and uniform. All
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seams must be glued. Only natural colors are acceptable, to remain unchanged from the
natural green lawn appearance, and subject to approval by an ARC reviewer.

The length of the artificial turf shall be minimum of 1~% inches, not to exceed 2 1/4
inches.

| '

Only turf zequizing infill installation will be allowed. Infill material installation shall be
according to turf manufacturer specifications or based upon standard industry guidelines.
Minimum infill installation shall be 2 pounds per square foot.

Artificial turf must be maintained in like-new condition, color, and uniformity with no
tears or seams visible. Any fading or deterioration oz' wear patterns and incidental
damage of the product will necessitate replacement.

Artificial turf may not encompass more than 20% of the front yard, and utilize a header
(border) as needed. See section II D of the Design Guidelines for specific header
specifications.

Replacement of the artificial turf must be pre-approved by the Architectural Review
Committee to ensure like type, color and quality of the replacement product.

Artificial turf (putting greens) may be permitted in the rear yard. Artificial turf may not
exceed 75% of the landscape area , cannot be of carpet material and may be no closer than
three feet to property line walls. A sample of the product must be submitted to the Reviewer
along with the Application for Approval. All artificial turf must be maintained in "like new"
condition and must be replaced upon fading 01' deterioration.

D. HEADERS
Headers are continuous materials that separate turf from other planter or inert areas. Headers
shall be of concrete or masonry material, may not exceed 12 inches in width and shall be flush
where day abut other paved areas. Rock, railroad ties, plastic, steel, aluminum and redwood
header boards are prohibited.

E. IRRIGATION
All landscape irrigation shall be underground, automatic, and low water use drip systems, except
for turf or flowerbed areas, which may use spray systems Overspray onto public sidewalks or
streets is prohibited. While native and arid region plant materials require minimal water, the
specific requirements vary from plant to plantar location to location. r

J

With the exception of side yards adjacent to public R.O.W., Owners may not irrhzate native
landscape areas beyond residential walls. The native vegetation in these areas does not require
additional water and irrigating these areas can lead to disease and death of the native plants,
particularly cacti, and aid in the spread of undesirable plant species or weeds. The Association
may from time to time install temporary irrigation systems if needed to establish new vegetation
areas. Native plants need regular water during the establishment period. Transplanted desert

\
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trees may require irrigation for several years before developing a large enough root system to
survive sustained periods of drought. Other small plant materials establish in a year or less.

F. WALLS & FENCES

Unless installed by the original builder, walls and fencing that totally enclose any portion of the
front lot areas are prohibited, with the exception of courtyard entries which are limited in height
to four (4) feet and must be stuccoed and painted to match the color scheme of the house. All
other front yard fencing will be limited to a maximum height of four (4) feet.

Developer provided walls shall not be permanently altered or modified in any way.

Homeowner installed retaining walls shall not exceed three (3) feet in height from the finished
grade in the front yard or four (4) feet in height in the rear yard. Walls that are "visible from
neighboring properties" must be painted to match the color scheme fife house.

Unless otherwise specified, maximum height of walls shall be measured from the finish ground
elevation on the highest side of the submitted wall.

Cut or fill slopes along the exterior of the wall shall be smooth and taper gradually to match
existing grades.

Retaining walls, which are partially belowthe finished grade or walls used as planters, shall be
properly moisture proofed to avoid unsightly water staining. If staining occurs, the homeowner is
responsible for the complete repair of theproblem .

Alterations to view fencing will be considered on an individual basis. The homeowner is required
to submit detailed drawings along with photographs of the existing fencing to the A.R.C.

The original builder view walls may be altered at negative edge pools only to enhance the effect
of the pool. All pool access and fence requirements must be maintained as determined by local,
county, state, and national authorities. Any modifications must be approved by the A.R.C. to be
reviewed on a casey-case basis, and will be done so at the sole expense of the homeowner.

The installation of a wildlife (rabbits, rodents, snakes, etc.) barrier on rear yard perimeter view
fencing is allowed. The barrier can be no greater than 24 inches in height and must be painted to
match the color of the view fencing. The recommended material for the barrier is %"inch
hardware cloth. Installation of the barrier onrearyard party wall view fencing requires neighbor
consent and must be temporarily installed with wire so that it is removable for fence maintenance.

Any wrought iron fencing must be of a painted or powder coat finish in an acceptable color
approved by the A.R.C.

No chain link or similar material or wood, or split rail, including picket fences, shall be used as
fence material on lots.
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Builder provided "theme" walls, perimeter walls, and specifically engineered walls cannot be
modified in any way .

Variance in wall height may be granted by the A.R.C. for walls adjacent to public rights of way.
Prior to granting a variance, the A.R.C. must be provided with letters of consent from all
neighbors where the modified wall is "visible from neighboring property".

Any alteration, modification, addition to, or extension of a common/party wail requires the
consent of the homeowner of the adjacent lot or lots. This AGREEMENT OF CONSENT TO
WALL MODIFICATION must be completed in full, dated, signed, and notarized by all involved
parties, This consent form is to be included as part of the request at the time of submittal along
with the Appendix A request form and all other required documents.

G. ORNAMENTATION

Exterior ornamentation, home decorations, , artificial plants, signs (other than Real Estate
signs, home security monitoring signs, and signs that cannot be prohibited by law), topiary,
and any other type of ornamentation are prohibited. Bird baths and bird feeders are
permitted in the rear yards-only.

H. WATER FEATURES

All water features, whether built on site or purchased fully assembled, are not allowed in front
yards (except in walled courtyard areas where they are limited to 4'-0" in height.) No fountain
or shower is allowed to drain directly into a wash corridor or Common Area. Water features in
rear yards are allowed but must not exceed six (6) feet in weight and must be a minimum of (5)
feet from all lot lines.

Ponds and/or streams will be reviewed on a case-by-case basis. No tropical or water plants
will be permitted. No sitting or standing or stagnant water will be tolerated. Continued
maintenance is required for aesthetic and health reasons.

Water features must match the color scheme of the home and be indigenous to the aesthetics of
Anthem. In no instance shall any portion of the perimeter all be removed or altered, including
but not limited to removal in connection with the installation or construction of a water feature.
An owner in violation of this provision shall be subject to monetary penalties, suspension of
voting rights and Common Area Rights, and other sanctions permitted under the Declaration
without prior approval of the A.R.C.

r

A water feature, pond and/or stream may not be drained or backwashed into the washes, common
landscape areas, drainage ways or streets. All water must be retained on owner's [at or
discharged into the sewage system.

1. SWIMMING POOLS

Swimming pools and hot tubs are not allowed in any front yard. Temporary or above~groLmd
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pools/spas larger than 8 feet in diameter are not allowed. Swimming pools must conform to
County and/or City regulations. Set back for pool decking must be a minimum of live (5) feet
from all walls and fences with landscaping between the decks and walls. The grading and
drainage of lot must not be altered from original siteplan. All pool equipment shall be screened
from view from streets and/or adjoining properties. Pool equipment screening shall also be
designed to mitigate noise. Slides and diving boards or other accessories cannot exceed six (6)
feet in height and must be a minimum of five (5) feet firm all lot lines.

In no instance shall any portion of perimeter fence be temporarily removed at' altered, including
but not limited to removal in connection with the installation or construction of a swimming pool
without prior approval of the A.R.C. Any Owner in violation of this provision shall be subject to
monetary penalties, suspension of voting rights and Common Area use rights, and other sanctions
permitted under the Declaration.

A pool may not be backwashed into the washes, common landscaped areas, drainage ways or
streets. All backwash water should be retained on the Owners Lot or discharged into the sewage
system O

J. HARDSCAPES

Additional pavement or garden walls other than those built by the original builder must be
approved by the A.R.C. Any additional pavement areas in the form of pavers, concrete, blacktop,
flagstone, brick, tile or wood decking must be approved. No bollards, chains or rope will be
allowed as pair of the front yard landscaping.

1. Walkways and Driveways

Design and colors on walkways and driveways other than normal concrete surfacing must
be submitted to the A.R.C and approved in advance of construction.

Walkways in the front yardman be concrete (including aggregate), /flagstone, imitation
flagstone, or tile of a natural, neutral earth» tone color. No decomposed granitewalkways
are allowed in the front yard. The preferred walkway width in Parkside is four (4) feet.
Wider widths up to eight (8) feet may be approved on an individual basis.

As an option, driveways and walkways in front yards can be constructed of pavers,
exposed~aggregate or colored concrete. The color for pavers and colored concrete must
match or complement the color scheme of thehouse. Concrete staining is not allowed.
Pavers used in and adjacent to driveway areas should be set in concrete rather thansand.

Excessive use of concrete (as determined by the A.R.C.) in front, street side, and back
yards will not be allowed.

Driveways and walkways may be overlaid with an epoxy coating. The only approved
colors for Epoxy Coatings are "Dover Sky " and "Pewter". Only Matte type finishes are
permitted. No gloss sealants or glossy protective finishes are allowed. The surface finish
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must be maintained in "like new" condition by the homeowner. Contact the HOA for
manufacture information. Concrete painting or staining is not allowed.
"Commercial Vehicles" are not allowed to be parked in the driveway overnight or on
weekends without a penni from the HOA.

2. Driveway/Walkway Extensions

Concrete driveway extensions will be reviewed on an individual basis. Concrete or other
approved materials may be extended from the existing driveway or public sidewalk to the
rear yard for access only. Drives may not exceed 8 feet in width, and must have a
minimum of 24" of landscaped area on either side of the drive. The driveway may be
attached to the existing driveway, and is prohibited from being used to park vehicles,
mobile homes, trailers, campers, trucks, golf carts, bicycles, recreational vehicles,
watercraft, motorcycles, "Commercial Vehicles" or any other operable of* inoperable
vehicle. The driveway may be constructed of concrete, pavers, or other non-porous
materials as determined by the A.R.C.

K. AWNINGS, CANOPIES AND SUNSHADES

I

Awnings, canopies, and sunshades are allowed in rear yards only. The awning or canopy shall be
constructed of canvas or other woven material and its color shall match the color scheme of the
house (solid colors only, no patterns allowed). Rigid metal shutters are permitted, only in the rear
and side yards, and must match the color scheme of the house. No rigid metal or awnings are
permitted in front yards. Metal or wood frames for awnings and canopies must be painted to
match either the dominant or trim color of the house. All awnings and canopies are to be
maintained in "like new" condition. Owners will be required to replace awnings and canopies
that show signs of weathering. Sunshades may be supported on Metal poles that match the color
of the home. The color of the sunshade, or sail, must match a color on the home.

1

r

L. BASKETBALL GOALS

Permanent basketball goals are prohibited in front yards. Permanent basketball goals are allowed
in rearwards but may not be lighted. Portable basketball goals may be used on a Lot without prior
approval, but must be stored in the backyard overnight or otherwise when not in use.

r
r

M. COLOR SCHEME

Exterior paint color must be selected from the natural desert color palette All paint color changes
must be submitted for approval by the A.R.C. All fabric, tile and masonry colors must match or
complement the color scheme of the house for which they are being used.

n. FLAG DISPLAYS

In conjunction with the Planned Community Act section 33-1808 the flag display guidelines for
the Anthem Parkside Community Association are amended
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a. Flags must be flown in conformance with the Federal Flag Code. In addition, only the
following flags can be dispiayedzthe United States flag, the State flag at Arizona, POW
MIA flag, flags of due Arizona Indian Nations, military service flags of the United States
Army, Navy, Air Force, Marine Corps, Coast Guard.

Pursuant to Section 3 c of the Federal Flag Code, no flag shall be placed above the United
States Flag.

b. The maximum size of any flag shall be 4 (four) feet by 6 (six feet).

c. The maximum hight of a permanent, removable, or freestanding pole shall be 20 fetor
the height of the roof peak, whichever is less.

d. Wall mounted flag poles shall be a maximum of 5 (five) feet long with the attaching
brackets painted to match the attachment area andwill not require prior approval.

e. All poles andflags must be maintained in excellent condition according to the United States
Flag Code, Title 36, U.S.C., Chapter 10.

f. Only one permanent, removable, wall mounted, or freestanding pole will be permitted per
residence or lot.

It will be the responsibility of the homeowner of the lot on which the flag is displayed to do
so with the proper respect and flag etiquette.

0. GATES, COURTYARDS, AND SIDE YARD

Gates are to be constructed of a metal/wroughtiron/wood combination conformingto the design
details available from the A.R.C. Wood slats are to be painted to match the color scheme of the
house or natural wood stained as approved by the A.R.C. Wrought irongates for courtyardsmust
be of a painted or a powder coat finish in an acceptable color approved by the A.R.C. All metal
parts and hardware are to be painted to match the color scheme of thehouse. Double gates are
allowed when approved by the A.R.C. No gates will be allowed on sides of Lots for which
access would cross a Vehicular Non-Access Easement (V.N.A,E.). No gate access will be
permitted to the golf course or open space.

l

p. GAZEBOS RAMADAS and PATIO COVERS
Gazebos ramadans, and patio covers are allowed in rear yards only and may not exceed 10
feet in height from ground level. A gazebo/ramada must be painted to match the color
scheme of the house or have a natural wood finish as approved by the A.R.C.  A
gazebo/ramada shall be located a minimum of five (5) feet from any Lot line. Screening
of such structures with appropriate landscaping and thorough consideration for all
neighbors is required. Unless constructed as a trellis, a gazebo/ramada roof "Visible
From Neighboring Property" shall be octile roofing material identical to the home. The
roof supports shall be masonry columns treated with stucco, decorative masonry or stone
and be a minimum of 12" wide. A trellis style roof may be supported by wood or
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aluminum posts that are a minimum of six (6) inches in width. Wood or aluminum
trelliswork shall be a minimum of 3" x 3".

Q. LIGHTING

1. Overview
All exterior lighting is to be understated. Emphasize downlighting as opposed to
uprighting; downlighting has less impact on the night sky as light is cast downward rather
than spilling into the nighttime sky. Anthem is a desert community and we should try to
preserve the night sky as a community amenity of rural country life. Ail lighting should
be architecturally integrated to structures.

2.

J

Exterior - High Voltage
Exterior lights shall be mounted a maximum of 12 feet high on building surfaces and the
light source shall not be Visible from Neighboring Property. Fixtures except those
immediately at the main entrance of a residence should be shielded from view (under
building eaves,recessed in niches, behindwalls or landscape) and painted to match the
color of the house where attached. Exposed bulbs and any lighting which produces
excessive glare or that shines on another Lot are not allowed. Security lighting including
motion-activated floodlights shall, at a minimum, be located beneath eave overhangs.
Use of colored lenses or bulbs is not permitted except as holiday decoration or used
exclusively as a bug deterrent.

I

r

3. Exterior - Low Voltage
Low voltage lights may be used to accent plants and structures as well as for safely seeing
walkways and obstacles at night. Please refer to section 5 below for more information on
the use of low voltage lights.

r

4. Holiday Lighting
Owners may display holiday decorations located or visible from outside their Dwelling Units if
the decorations are of the kinds normally displayed in single family residential neighborhoods, are
of reasonable size and scope, and do not disturb other Owners and residents by excessive light or
sound emission or by causing an unreasonable amount of spectator traffic. Holiday decorations
may be displayed in season only from November l to January 15 and, during other times of the
year, from one week before to one week after any nationally recognized holiday

l

s. Plant Lighting
Landscape lighting is to be low voltage. Low voltage up lighting may be used to accent
plants and structures. Walkways may be illuminated from down lighting attached to a
branch. Under no circumstances is wrap around lighting permitted or any other lighting
attached to plants allowed, except as described in Holiday Lighting above.

R. PATIOS AND DECKS

Patios and decks may be constructed of wood, masonry, concrete or stone so long as the design
and texture of the material is in harmony with the house. Paint color shall match the color

24
Ver 1.l1 9-30-09

I
I
r
f1

f
I

f

j



scheme of the house. Unless constructed as a trellis, a patio roof "Visible from Neighboring
Property" shall be of tile or other approved roofingmaterial.

The maximum allowable height of wood deck is 18" above existing finish grade. AH patios and decking
must be a minimum of live (5) feet from any proper*ty line wall.

Enclosed rear patios will be reviewed on an individual basis. Patios may be screened; using aluminum
framed screening material, matching the existing trim color or the color of the main body of the home.
No additional concrete, roofing material or structure may be built. Acceptable screening colors are black
and tan. Exit doors are allowed for access to the rear yards, with the screened in patio submit.

s. OTHER BUILDING FEATURES

1. Masonry Columns
Masonry columns shall be treated with stucco, decorative masonry or stone and be a
minimum of 12" wide. Wood columns where permitted by the Reviewer shall be a
minimum of 6" x 6" or 8" x 8" square. Wood trelliswork is permitted and shall be a
minimum of 3" x 3".

2. Barbecues, Firepits and Fireplaces
Wood burning and/or gas buiit.in barbecue units or fireplaces mustbe contained in the
rear yard. Site chimney elements to avoid obstructing views from inside the house or
from adjacent properties and must be setback a minimum of five (5)feet from any side
view fence panel and no more than eight (8) feet in height. Gas burning types of vivas
are acceptable.

3. Rain Gutters
Rain gutters may be added to residences to prevent erosion of landscaped areas. All
gutter installations must be configured to the appropriate RoofD1.ainage Plan for specific
homes and elevations. In addition, they must be painted to match the home. Drainage
shall not be conveyed onto adjacent properties.

T. PLAY EQUIPMENT

I

Children's play equipment must be located at least five (5) feet from adjacent Lots and may not
exceed a platform height of six (6) feet with a maximum shading/roo1*` height of 10 feet.
Equipment "Visible From Neighboring Property" shall be painted to match the color scheme of
the house (including slides and ladders) or havea natural wood finish. Any canvas awning shall
be dark green or of a color matching the house (beige or tan; no stripes or multi colors allowed)
and no flags are allowed. All structures shall be maintained so as to present a neat and clean
appearance. Screening of such structures with appropriate landscaping and thorough
consideration for all neighbors is required.
All play structures, including trampolines, shall be adequately anchored for safety.
SECURITY DOORS

r

u.

Security doors must be of simple design, modest in ornamentation, and of a color compatible with
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the residence. No exposed metal including wrought iron is permitted on doors or windows with
the exception of security doors (not windows) as approved by the A.R.C. A sketch or photograph
of the security door is required with the submittal.

v. STORAGE SHEDS

Storage sheds or similar structures are allowed in rear yards only, and are limited to a maximum
height of 7' from ground surface to roofpeak. They should be painted to match the color scheme
of the house. If "Visible From Neighboring Property", storage shed shall be screened with
landscaping. Roofing material to be approved by the A.R.C. Sheds shall be located a minimum
of 5 feet from the property line.
Overly large storage sheds will not be allowed.

W. TENNIS COURTS/SPORTS COURTS

Tennis courts shall be painted green, tan or other earthtone color, as available from the
surface manufacturer. Fencing for tennis courts may be chain link if vinyl clad. Windscreen
may be tan, or dark green. Lighting is subject to local municipal codes in addition to A.R.C.
approval. All surfaces and structures shall be maintained so as b present a neat and clean like
new appearance. Screening of such structures with appropriate landscaping and thorough
consideration of neighbors is required.

x. WINDOWS f
r

Reflective glass or window film with a visible light reflection rate of 20% or greater is not
allowed for any window or skylight. Non~reflective glass of bronze or similar color may be used.
In no event shall the interior or exterior of any window be covered with reflective material such
as foil, or with paper, bed sheets or other temporary coverings. No exposed metal including
wrought iron is permitted on doors or windows with the exception of security doors (not
windows) as approved by the A.R.C.

l

l

/
r

Metal frame windows or skylights must have factory applied color finish similar to the house
color. Wood frames shall be painted to match the color scheme of the house. Shade screens on
windows shall be of a color compatible with the house.

/ Y. SIGNS

I

Only real estate signs, home security monitoring signs and signs that cannot be prohibited by
law are permitted. Garage Sale signs are permitted on the day of the salary in the
Homeowner's front yard. They must be removed by the Homeowner before dark.
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III. APPLICATION AND APPROVAL REQUIREMENTS

A. GENERAL

Pursuant to Article IV of the Declaration, any Owner wishing to:

Construct improvements,

Modify or add to existing improvements (including painting),

- Install a pool, spa, or other water features,

Construct or install walls, fences, or hard, permanent materials, such as paving, brick, masonry,
wood trim, concrete, rocks, flagstone, outdoor barbecue, fireplaces, or other inert material
("hardscape"),

Landscape (including original landscape not installed by original builder),

Alter grading or drainage, or

Placement of any object (i.e., lighting and decorations - except decorations as previously
described)

Undertaking any of the above listed items requires that the owner shall first submit an application and
such other materials as set forth in Section C hereof (a "Review Request") to the A.R.C., as described
below, and receive approval of such committee prior to commencing construction. There are no
exemptions or automatic approvals, with the exception that a submittal of an application and plans for
repainting the exterior of a structure in its existing color is not required, if such existing color was
previously approved by the Original Builder or Reviewer.

It shall be the responsibility of all Owners to comply with all standards and procedures within these
Design Guidelines, as well as all requirements of the Declaration and any applicable Supplemental
Declaration.

B. Architectural Review Committee Structure (A.R.C.)

Architectural and design review and control for Anthem Parkside is handled by an Architectural Review
Committee ("A.R.C.") established by the Board of Directors ("Parkside Board") of the Anthem Parkside
Community Association ("Association"). The A.R.C. has been established to monitor, review and control
the developmentof residential property within Anthem. Refer to Sections C (Modifications) for specific
information as to when an application is required.

The A.R.C. shall review plans and specifications, and shall enforce the Design Guidelines and may
promulgate additional design standards and review procedures. The A.R.C. has exclusivejurisdiction

27

I l

an

ro

Vet 1.11 9-30»09



over original construction, initial landscape installation, (unless installed by the original builder),
modifications,additions, and alterations made to Lots, to structures and landscaping on Lots. After a Lot
and its structures and landscaping have been completed according to approved plans (original
construction), the A.R.C. Must review all proposed changes to the exterior of the structure and the lot.

c. SUBMITTAL PROCEDURES

The following procedures shall apply to Owners when submitting Review Requests to the A.R.C.

1. An application (sample form attached as Appendix A) requestingreview by the A.R.C. is
required for all Review Requests. The application shall include the following
information:

Owner's name, mailing address and telephone number.

b. The Neighborhood and street address of the Lot.

The Builder's original plans number and/or model name of home.

d. The nature of the request. Such request shall be limited to:

i. Review and approval of final plans (initial submission).

Reconsideration of a "not approved" Review Request or any notation of
an "approved as noted" Review Request.

iii. Review and consideration of exceptions to or deviations from the Design
Guidelines .

iv. Review and consideration for a change to the provisions of the Design
Guidelines.

e. A brief description of the proposed construction or modification.

f. Planned completion date for the construction or modification proposed in the
Review Request.

g. An acknowledgment that the Owner is responsible for scheduling all works in a
timely manner and for complying with any approval issued by the A.R.C.

h. The name, address and telephone numbers of Owner's agent, or representative or
subcontractor (if applicable).

2. In addition to the application the Owner shall submit plans for the proposed construction or
modification as follows:
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a. For landscape, contouring, irrigation or lighting plan approval, or amendments to
approved plans, Owner shall submit one copy of the landscape, contouring,
irrigation and lighting plans for the front and rear yards of the Lot. Plans must
clearly indicate the following information :

i. Identify the location of all existing or proposed plants including trees,
shrubs, accent plants and ground cover. Draw proposed and existing
plants using symbols or call outs that correspond to the plant legend .

If the Review Request is for an amendment to a previously approved
landscape plan, the existing trees, plants and shrubs shall be marked on
the landscape plan with a circle marked with a dashed line and a cross in
the center indicating their location, and with the proposed additions
marked on the landscape plan with a circle marked with a solid line and a
dot in the center. All landscape materials proposed to be removed shall
be described as part of the Review Request.

The plant legend must identify the botanical and common name,
installation size, and quantities. Incomplete submittals WILL NOT be
accepted for review.

iii. i Identify areas to receive any hardsoape treatments. Clearly mark the
hardscape treatments on the landscape plan and the legend so that the
A.R.C. can easily determine the location, type and color of the material.
Submit material and color samples upon requestby the A.R.C.

iv. Identify areas to receive landscape. The plan shall clearly indicate the
location and type of treatment proposed, Le., decomposed granite
locations, native rock applications, or boulders. Legend should indicate
proposed quantities, size of material and color.

v. Any proposed changes to the original grading must be accompanied by a
contouring plan using minimum 1 foot contour intervals. Indicate
proposed slope ratios along the face of each contoured area (3:1, 4:1
ere.). Contouring should occur on all Front Yards or any Side Yard
located outside the fence to provide visual interest to the streetscape and
to help provide smooth, seamless transitions between proposed and
existing grades. Contouring should not result in a lumpy appearance.
The maximum height of landscaping mounds from original grade is thirty
inches.

Lots have been designed and graded to provide positive drainage from
the lot to the street or to a wash/open space area. The contouring plan
must address proposed direction of flow across the site. The Owner shall
hold harmless the A.R.C.> the Association(s), and the original builder for
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any damage caused by the alteration of thegrade by Owner in connection
with the design or installation of Owner's landscaping, including damage
to owner's house. The owner shall be responsible for any additional
damage to the property, house or neighboring property caused by altering
the grading.

Identify location of any proposed landscape lights, transformers or
electrical equipment and method for screening. Provide construction
details on the plans and equipment specifications in the legend including
type of fixture, color and finish of light fixture, voltage and bulb wattage
requirements. The A.R.C. may require field-testing of fixture locations
at night prior to final installation and/or the owner to provide an on~site
demonstration of proposed site lighting techniques.

b. For changes to or additions to the home, the Owner shall submit two sets of floor
plans for the home, including the plot plan and a copy of the floor plan for the
model and elevation. On such plans, Owner shall draw the proposed changes or
additions to the exterior elevation. If Owner has a photograph of another house
or a picture from a magazine that will assist the A.R.C. in its review, such photo
should be submitted. The application should contain a description of the
materials Owner plans to use in such changes or additions. If the change or
addition affects the roof or roofline, a roof plan should also be submitted. A
building section may be requested depending on the complexity of the change or
addition. The A.R.C. may require that the plans be prepared by a qualified
architect or engineer depending on the nature of the request.

c. For all other improvements, changes or additions to the Lot or the home,
including, but not limited to, construction, installation, or modification of walls
and fences, ancillary equipment, Signage, pools, play equipment, grading,
drainage, and irrigation systems, the Owner shall submit a site plan drawn to
scale showing the location, height, and dimension of the proposed improvement,
change, or addition, the property line of the Lot, the setback requirements, any
easements, the footprint of the home and driveway, sidewalks, decks, patio,
walls, and existing landscaping. The Owner shall also submit a detailed
description of the proposed improvement, change, or addition, the purpose of the
proposed improvement, change or addition, construction specifications, material
and color samples, inappropriate, and any additional information or clarification
requested by the A.R.C. Copies of all necessary permits, fees (if any), and
applications shall also be submitted.

The A.R.C. may request additional information and clarification of the information given
if deemed appropriate by the A.R.C. For example, the Reviewer may request that large
color samples (12"xl2") be painted on key exterior walls prior to completing a project.
The panel samples can be observed by the A.R.C. at various times during the day to
ensure their integrity of color under different levels of sunlight. Until all requested
information is provided to the A.R.C., the Review Request shall be deemed incomplete.
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4. All Review Requests should be addressed to the Anthem Parkside Community
Association, at such address as designated by the Parkside Board in written notice to the
Owners. Please note that the request is for the attention of the A.R.C.

D. REVIEW PROCEDURES

1. The A.R.C. shall review all requests without hearings and based solely on the information
contained within the Review Request, provided, however, the A.R.C., and its authorized
agents may at any time request additional information or inspect a Lot for compliance
with the Deciaratiomthese Design Guidelines and any approved plans for construction or
modification.

2. The A.R.C. will reference these Design Guidelines in reviewing requests. Although these
Design Guidelines addressa broadrange of exterior building and site conditions, they are
not intended to be all-inclusive. Variances to these Design Guidelines may be permitted
by the A.R.C. only in accordance with Article 4.5 of the Declaration.

3. Within forty-live (45) days of receipt of a complete Review Request, the A.R.C. shall
respond to the Owner. The A.R.C.'s decision shall be rendered in one of the following
three forms :

"Approved" - The entire document submitted is approved in total.

"Approved As Noted" The document submitted is partially approved. The
Owner must resubmit the application incorporating the A.R.C.'s conditions and
receive approval prior to commencing the construction or alteration.

c. "Not Approved" - The entire document submitted is not approved, and no work
may commence.

E. IMPLEMENTATION OF APPROVED PLANS

1. All work must conform to plans approved. Init is determined by the A.R.C. that work
completed or in progress on any lot is not in compliance with these Design Guidelines or
any approval issued by the A.R.C., the A.R.C. shall notify the Board. The Board shall
notify the Owner in writing of such noncompliance within ten (10) days of inspection,
specifying in reasonabledetail theparticulars of noncompliance and shall require the
Owner to remedy thesame. If the Owner fails to remedy such noncompliance or fails to
commence and continue diligently toward achieving compliance, then such
noncompliance shall be deemed to be in violation of the Declaration and these Design
Guidelines.

2. If construction does not commence on a project for which plans have been approved

31
Verl.ll 9~30-09

b.

a.



within one-hundred twenty (120) days of such approval, such approval shall be deemed
withdrawn, and it shall be necessary for the Owner to resubmit the plans to the Reviewer
for reconsideration .

3. The A.R.C. shall include in any approval a maximum time period for the completion of
any new construction or modification. The Owner may request an extension of such
rnaximurntime period not less than three (3) days prior to the expiration of the maximum
time period, which the A.R.C. may approve or disapprove, in its sole discretion.

If construction is not completed on a project for which plans have been approved within
the period set forth in the approval or within any extension approved by the A.R.C., such
approval shall be deemed withdrawn, and such incomplete construction shall be deemed
to be in violation of the Declaration and these Design Guidelines.

F. RECONSIDERATION OF "NOT APPROVED" AND "APPROVED AS NOTED"
DECISIONS

Any Owner shall have the right to request reconsideration of a decision of the A.R.C. by resubmitting the
information, documents and fees set forth in Article III; however, such request shall be considered only if
the appellant has modified the proposed construction or modification or has new information which
would, in the A.R.C. 's opinion, warrant a reconsideration. If an Owner' fails to request reconsideration of
a decision of the A.R.C. or if the A.R.C. after such request again rules in a manner aggrieving the
appellant, the decision of the A.R.C. is final. The filing of a request for reconsideration does not extend
any maximum time period for the completion of any new construction or modification, including the
period for completion of initial landscaping.

G. BUILDING PERMITS

If the plans submitted by an Owner require a building permit, it is the responsibility of the Owner to
obtain such penni. The approval of the A.R.C. is not a guarantee that such plans will be approved by
Maricopa County or the City of Phoenix nor does it satisfy agency building permit requirements. If the
regulatory agency requires modifications to the plans, such modifications must also be approved by the
A.R.C.

H. FIF8IQ

The Parkside Board may establish and charge reasonable fees for review of applications. Any fee
payments shall be made at the time of request and prior to review by the A.R.C. All fees shall be made
payable to the Anthem Parkside Community Association and are nonrefundable.

1. ENFORCEMENT
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In the event of any violation of these Design Guidelines, the Parkside Board or the Council may take
enforcement action pursuant to Section 4.7 of the Declaration. The Board or Council may remove or
remedy the violation and/or seek injunctive reliefrequiring the removal or the remedying of the violation.
In addition, the Board or the Council shall be entitled to recover the costs incurred in enforcing
compliance and/or impose a fine, which fine shall not exceed ten percent (10%) of the cost of achieving
compliance, against the Lot upon which such violation exists.

I v . N O N L I A B I L I T Y F O R  A P P R O V A L  O F  P L A N S
1

Section4.6 of the Declaration contains a disclaimer of liability01° responsibility for the approval of plans
and specifications contained in  any request by an Owner .  PRIOR TO SUBMITTING PLANS OR
INFORMATION FOR REVIEW, YOU SHOULD READ AND UNDERSTAND THIS DISCLAIMER.
IF YOU DO NOT UNDERSTAND IT, PLEASE ASK A REPRESENTATIVE OF THE A.R.C. TO
EXPLAIN IT  TO you.

v . CHANGES AND AMENDMENTS TO THE DESIGN GUIDELINES

The Design Guidelines may be amended as follows:

A. The "Board" or "Counci l" may propose changes to these Design Guidel ines.
Additionally, any owner may submit to the A.R.C., proposed changes to the Design Guidelines
for review and consideration.

B. Any amendment to these Design Guidelines shall be approved by two-thirds (2/3) of the
members of the A.R.C., the Parkside Board of Directors, and the Anthem Community
Council.

D. Such amendment shall be promptly posted in a prominent place within Anthem.

E. All amendments shall become effective upon adoption by the Council. Such amendments
shall not be retroactive to previous work or approved work in progress .

F. In no way shall any amendmentto these Design Guidelines change, alter or modify any
provision of the Declaration, any Supplemental Dec1aration or the Articles or By-Laws of
the Parkside.

I

J
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APPENDIX A

ANTHEM PARKSIDE ARCHITECTURAL REVIEW COMMITTEE
APPLICATION for APPROVAL

Tliiggppiioation is for Approval of Landscaping and Exterior Modifications.

-»->Submit one copy of plans, minimum size of 8 1/2"x 11", with the Application to the Parkside Community
Association, 3701 W. Anthem Way, Anthem, AZ 85086

Date Submitted: / / Closing Date: / / Neighborhood :

Phone:

Lot:

Homeowner Name:

Address:

Other Mailing Address: Phone:

*Completion Date: / /

TYPE OF LOT
Rear Yard View Lot
Interior Lot
Corner Lot

Nature of Request: check number & circle appropriate item
( )l . Landscaping (Front Yard, Rear Yard- please circle appropriate)

(Front yard must be completed within 90 days of closingrear yard within 180 days)
( )2. Addition to Dwelling Unit (room addition, etc.)
( )3. Concrete Work Only (walkways, patio, etc.)
( )4. Walls, Fences, Gates
( )5. Patio Extension, Sun Screens, Awnings
( )6. Pool, Spa or Jacuzzi, Fountain
( )7. Satellite Dish Larger Than One Meter (size, color, location)
( )8. Security Door, Security Mail Box
( )9. Other

_ Cut-de-sac
Oversized Lot

Contractor Name & Phone No.:
-->Plans must include the following (where applicable): Plot plan, Floor Plan, Exterior Eiewzions, Roof Design, Exterior
Materials and Finishes, Landscaping Plan, Wall Dimensions with Side View, and such other items needed to reflect the
character and dimension of modifications.

THIS APPLICATION REQUIRES THE SIGNATURE OF THE HOMEOWNER. THE UNDERSIGNED
ACKNOWLEDGES THAT IF ANY WORK HAS COMMENCED PRIOR TO THE APPROVAL OF THE
REVIEWER, HE/SHE WILL BE LIABLE FOR ALL COSTS NECESSARY TO BRING THE WORK INTO
COMPLIANCE WITH THE CC&R'S (DECLARATION) OR DESIGN GUIDELINES. BY SIGNING THIS
APPLICATION FORM, I, THE HOMEOWNER, GIVE AUTHORIZATION TO THE REVIEWER TO ENTER THE
PROPERTY FOR THE PURPOSE OF INSPECTING ALL WORK IDENTIFIED ON THE APPLICATION AS BEING
SATISFACTORILY COMPLETED.

(Required) Homeowner Signature Date

rTHI S APPROVAL DOES NOT RELIEVE THE HOMEOWNER FROM ALL CC&R AND ANTHEM DESIGN GUIDELINE
REQUIREMENTS, NOR DOES IT CONSTITUTE APPROVAL AS TO COMPLIANCE WITH APPLICABLE ARIZONA
LAW, MARICOPA COUNTY, AND/OR CITY OF PHOENIX BUILDING AND SAFETY REQUIREMENTS OR ZONING
ORDINANCES Q
ACTION TAKEN BY

THE ARC:

I

( ) Approved
( ) Approved as Noted (the request submitted is conditionally approved subject to noted conditions)

(  )  Disappr ov ed (the request is not approved andmust be re-submittedwith revisions)

r

Date:
Date:

J

J

j

Committee Member Signatures:

COMMENTS:

Vet 1.11 9-30~09
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Schedule of Revisions

Version Changes Date Approved

8-07~071. Version 1.06
J

Maj oz" revisions approved by Board

Add Schedule of Revisions2. Version 1.07 3-18-08

Page 16 Section B Change minimum size of Inert Ground
Cover from W' Minus to W' Screened

3. Version 1.08 Page 16 Section B addNew River Cobbleas an approved
Parkside granite option, This granite comes from Jake's
Granite Supplies.

9-16-08

Page 16 Section B add In Unit 81 only, W' minus
granite may be used as driveway access to the rear
yard gate so long as it matches the color of the rest
of the granite installed in the yard

Page 29 Section V add The maximum height of landscaping
mounds from original grade is thirty inches.

4. Version 1.09 Page 6 Section D add Any exterior modification made to a
Parkside property without prior written approval by the
Architectural Review Committee will be subject to a $300
fine and possible forced removal of the installation. If the
unapproved modification is not approved or removed
within thirty days of the date of violation, additional tines
of$300 per month will be assessed until the modification is
either approved or removed.

11-18-08

Page 17 Delete existing artificial tiff guidelines and replace
with Being in a desert environment, water conservation is
an important priority. Because of this, the Architectural
Review Committee (ARC) and the Board of Directors will
consider requests to install artificial turf on lots undertone
following conditions:

The ARC and/or Board of Directors reserves the right to
require removal/replacement of any area of artificial
turf, which does not meet the standards, set forth by
these guidelines.

Artificial turf must be professionally instated by a
licensed representative of the manufacturer and covered
by a manufacturer's warranty of at least seven years.
The installation contractor must be licensed, bonded and

35
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insured.

Any request for installation of artificial turf must
include a minimum of a one square foot boxed sample
(including infill) of the exact finished turf product,

"along with the manufacturer's product specifications.
Allowable tufted face weight (Pile weight) range is
between 38 ounces to 78 ounces per square yard. The
maximum width of the stitch gage is 3/4 inch.

A minimum of 3 inches of compacted aggregate
material shall be installed under the artificial turf
surface (sub-base materials).

Artificial turf must be installed in such a way as to
appear seamless and uniform. All seams must be
glued. Only natural colors are acceptable, to remain
unchanged from the natural green lawn appearance,
and subject to approval by an ARC reviewer.

The length of the artificial turf shall be minimum of 1-
% inches, not to exceed 2 1/4 inches.

Only turf requiring infill installation will be allowed.
Infill material installation shall be according to tur f
manufacturer specifications 01° based upon standard
industry guidelines. Minimum infill installation shall be 2
pounds per square foot.

Artificial turf must be. maintained in likened condition,
color, and uniformity with no tears or seams visible.
Any fading or deterioration or wear patterns and
incidental damage of the product will necessitate
replacement.

Artificial turf may not encompass more than 20% of the
front yard, and utilize a header (border) as needed. See
section II D of the Design Guidelines for specific header
specifications.

Replacement of the artificial turf must be pre
approved by the Architectural Review Committee to
ensure like type, color and quality of the replacement
product.

5. Version Ll() 5-19-09

Pages 9 and 10 Add:
Extremely Small Yard planting requirements.

36
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Page 14 Add:
Artificial plants (other than artificial turf) are prohibited in the front
yards and rear yards where Visible From NeighboringProperty (see
Ornamentation).

Page 20 Ornamentation Revise:
Ornamentation to remove specific prohibited items and disallow all yard art.
Allow bird baths and bird feeders in rear yards.

Page 22 Add:
Sunshades to Section K. Add "Sunshades may be supported on Metal poles
that match the color of the home. The color of the sunshade, or sail, must
match a color on the home".

Page 23 Add:
Patio Covers to Section P. Amend rooting requirements for Gazebos and
Raxnadas and Patio Covers to require rooting material to match the house.
Columns for tile roofs for gazebos, ramadans, and patio covers to be masonry as
described in Section S "Other Building Features". Allow weeder aluminum
posts 6" wide for trellisworkroofs.

Page 26 Add:
"only in the Homeowner's front yard" to the garage saleportion of Signs.

Vera. 1.11
9-30-09

Page 18 Remove:
Artificial Turf
"400 square foot" and "whichever is smaller"
Add:
Artificial turf may not exceed 75% of the landscape area and may be no closer
than three feet to property line walls.

Update Table of Contents
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ARIZONA AMERICAN WATER
CONSOLIDATED RATES MODEL

LIST OF NON-CONSOLIDATED ITEMS

Average
Number of
customers

Number of
RV/apt units

Current or Rebuttal
Rates

1 $ 106
na

5
2

$
$

na
122,491
131.031

no

Sun City Water
Sun City West Water
Agua Fria Water
Anthem Water
Tubac Water
Mohave Water
Havasu Water
Paradise Valley Water

6

8

1

275
796

$
$
$

na
389,075
180,632
276,706

Tote I 23 1,071 $ 1,100,041

Total Revenue Target, including above

Percent of Revenues not consolidated

$ 71,711,438

1.5%

F:\Rates\Rate Cases\09 Az\Rate Consolidation\Non Consolidated Items.xls



IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA CORPORATION,
FOR A DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS UTILITY
PLANT AND PROPERTY AND FOR
INCREASES IN ITS RATES AND CHARGES
BASED THEREON FOR UTILITY SERVICE
BY ITS ANTHEM/AGUA FRIA
WASTEWATER DISTRICT, ITS SUN CITY
WASTEWATER DISTRICT AND ITS SUN
CITY WEST WASTEWATER DISTRICT,
AND POSSIBLE RATE CONSOLIDATION
FOR ALL OF ARIZONA-AMERICAN
COMPANY'S DISTRICTS.

1

2

3

4

FENNEMORE CRAIG, P.C.
Norman D. James (No. 006901)
3003 North Central Avenue
Suite 2600
Phoenix, Arizona 85012
Telephone (602) 916-5000
Attorneys for DMB White Tank, LLC

5

6 BEFORE THE ARIZONA CORPORATION COMMISSION

7
DOCKET no. W-01303A-09-0343

8

9

10

12

13

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, AN ARIZONA CORPORATION,
FOR A DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS UTILITY
PLANT AND PROPERTY AND FOR
INCREASES IN ITS RATES AND CHARGES
BASED THEREON FOR UTILITY SERVICE
BY ITS ANTHEM WATER DISTRICT AND
ITS SUN CITY WATER DISTRICT, AND
POSSIBLE RATE CONSOLIDATION FOR
ALL OF ARIZONA-AMERICAN
COMPANY'S DISTRICTS.

14
DOCKET NO. SW-01303A-09-0343
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17
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19
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DIRECT TESTIMONY OF DANIEL T. KELLY

(RATE DESIGN)

MAY 3, 201025

26
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Q-

A.

Q~

Q~

A.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Daniel T. Kelly. My business address is 7600 E. Doubletree Ranch

Rd., Suite 300, Scottsdale, Arizona 85258.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by DMB Associates, Inc., as Senior Vice President of Arizona

Development. In such capacity I am responsible for land development activities in

Arizona, including the day-to-day operation and financial performance of Verrado

and the subsidiary entities relating to Verrado, including DMB White Tank, LLC

("DMB"), an Arizona limited liability company. I have been employed by DMB

Associates since 2002.

WHAT IS "VERRADO"?

Verrado is master planned community in the Town of Buckeye, Maricopa County,

located north of Interstate 10. It is generally bounded by McDowell Road on the

south and Tut fill Road on the east, and extends into the foothills of the White Tank

Q.

A.
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Q.

Mountains. Verrado contains approximately 8,800 acres of land. At present,

approximately one-third of Verrado is built, consisting of 3,000 improved lots with

1,600 homes, a commercial core, an 18-hole championship golf course, Verrado

Elementary School, Verrado High School, and multiple park, trail and open space

systems.

ARE YOU FAMILIAR WITH THE APPLICANT IN THIS RATE CASE,

ARIZONA-AMERICAN WATER COMPANY?

Yes. Arizona-American provides water and sewer utility service to customers and

landowners in Verrado, including the 18-hole golf course in Verrado I mentioned

previously, which is called the Raven Golf Club at Verrado.

IS DMB A CUSTOMER OF ARIZONA-AMERICAN?

Yes. Effluent produced by Arizona-American's wastewater treatment plant in

FENNEMORE CRAIG
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Q,

A.

Q-
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A.

Verrado is sold to DMB and reused for golf course irrigation pursuant to a reuse

permit issued by the Arizona Department of Environmental Quality ("ADEQ").

We also receive water and sewer utility service from Arizona-American at various

business locations in Verrado and purchase non-potable water for construction

purposes. Consequently, increases in the rates and charges for utility service have

a significant impact on our operations.

WHAT IS DMB'S PRIMARY CONCERN WITH RESPECT TO ARIZONA-

AMERICAN'S APPLICATION FOR RATE INCREASES?

DMB's primary concern is the rate charged for effluent. It is my understanding

that the Agua Fria Wastewater District, which produces and is responsible for the

disposal of the effluent, has no rate for effluent in its tariff. Instead, we are being

billed at the rate of $2.728 per 1,000 gallons for effluent, which is over $888 per

acre-foot, by the Agua Fria Water District. DMB believes that this rate is

excessive, and asks that the Corporation Commission establish a specific rate for

effluent that is reasonable and encourages its use.

DO YOU KNOW WHY THIS RATE IS NEARLY $890 AN ACRE-FOOT

FOR EFFLUENT?

No. I suspect this rate was the result of an oversight by the Corporation

Commission when it approved the current rate for non-potable service in Arizona-

American's previous rate case, Docket Nos. W-01303A-08-0227 and SW-0l303A-

08-0227. That rate case involved the Agua Fria Water District. The rates charged

by the Agua Fria Wastewater District were not considered, I doubt that anyone at

the Corporation Commission thought they were setting a rate for sewage effluent

produced by the Wastewater District. In addition, I don't believe that any of the

parties to the previous rate case actually analyzed the cost of providing non-potable

water service. The rate for non-potable service is not discussed in Decision No.

FENNEMORE CRAIG
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71410 (Dec. 8, 2009).

Q- WHAT DOES EFFLUENT TYPICALLY COST?

In Decision No. 71410, the Corporation Commission authorized Arizona-

American's Mohave Wastewater District to charge $227779 per acre-foot for

effluent. Arizona-American had requested, at least initially, that the effluent rate

be increased from $200 to $250 per acre-foot, according to the direct testimony of

Thomas M. Broderick. A copy of the portion of Mr. Broderick's testimony that

discusses the effluent rate is attached as Exhibit DTK-1. As in this case, Arizona-

American is selling the effluent to a golf course for turf irrigation. Mr. Broderick

explained that $250 per acre-foot is comparable to the rate charged by other

effluent providers, identifying two private sewer utilities, Woodruff Utility

Company and Gold Canyon Sewer Company, which sell effluent in Pinal County,

and the City of Bullhead.

Q- DO YOU BELIEVE THAT MR. BRODERICK'S PROPOSED RATE FOR

EFFLUENT DELIVERIES IS REASONABLE?
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A. Yes. Although the rate for sewage effluent varies, most private sewer utilities

seem to be charging between $150 and $325 per acre-foot for effluent, which is

consistent with Mr. Broderick's testimony. For example, Litchfield Park Service

Company, which is close to Verrado, is charging between $55 and $225 per acre-

foot. A table that provides examples of current effluent rates is attached as Exhibit

DTK-2. So I believe that a rate of $250 per acre-foot for effluent is reasonable.

Moreover, a higher rate will discourage the use of effluent and encourage the use

of groundwater instead. I don't know the Corporation Commission's views on this

issue, but I doubt that the agency is attempting to discourage effluent reuse by

setting an extremely high rate. As I said earlier, I believe this is an oversight rather

than a deliberate policy decision by the Commissioners.

FENNEMQRE CRAIG
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DOES DMB HAVE ACCESS TO GROUNDWATER?

Yes. DMB owns a well located near the Beardsley Canal and Campbell Avenue.

Water is pumped from the well to a small reservoir that we use for water storage,

which we refer to as our construction pond. From that pond, water is pumped to

the golf course. With effluent now priced at nearly $890 per acre-foot, we will be

forced to rely far more heavily on groundwater for golf course irrigation. Put

simply, groundwater is much less expensive to use, even with our pumping and

maintenance costs.

Q- DOES DMB HAVE ACCESS TO ANY OTHER WATER SUPPLIES THAT

CAN BE USED FOR TURF IRRIGATION AND OTHER NON-POTABLE

A.

Q.

USES?

Yes. In the past, we have purchased non-potable water from Arizona-American's

Agua Fria Water District to augment our use of effluent. This water consists of

untreated Central Arizona Project ("CAP") water.

WHY DID YOU SAY c¢In THE PAST" IN YOUR PREVIOUS ANSWER?

As I mentioned, in Decision No. 71410, the cost for untreated (raw) CAP water

was increased by 340 percent, from approximately $202 per acre-foot ($0.62 per

1,000 gallons) to over $888 per acre¥foot ($2.728 per 1,000 gallons). As a result of

this increase, DMB is phasing out its use of CAP water.
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Q- DO YOU BELIEVE THAT THE RATE FOR NON-POTABLE WATER IS

UNREASONABLE?

The current cost for CAP water sold under a long-term subcontract, as established

by the Central Arizona Water Conservation District, is $118 per acre foot, as

shown on Exhibit DTK-3 to this testimony. I am informed that the Maricopa

Water District, which transports CAP water to the Verrado area via the Beardsley

Canal, currently charges an additional $27.40 per acre foot, bringing Arizona-

FENNEMQRE CRAIG
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Q.

American's total cost to obtain CAP water to $145.40 per acre foot. Thus,

Arizona-American charges more than six times the cost of obtaining untreated

CAP water for "non-potable" water service in Verrado. This high rate discourages

the use of renewable CAP water.

BUT DOESN'T ARIZONA-AMERICAN WATER HAVE OTHER COSTS

AND EXPENSES, AS WELL AS AN INVESTMENT IN PLANT, THAT

SHOULD BE TAKEN INTO ACCOUNT IN SETTING A FAIR RATE FOR

RAW CAP WATER?

Actually, Arizona-Arnerican has little investment in plant and incurs few costs in

providing raw CAP water to Verrado. CAP water is turned out from the Beardsley

Canal into the Monthafer Sump, which is a small reservoir located just north of

Sells Road and east of 192nd Avenue. DMB leases this sump. From there, DMB

pumps the CAP water to DMB's construction pond and then to the golf course.

Some of the pipes used to convey the CAP water are owned by Arizona-American,

but otherwise, Arizona-American has little involvement in the delivery of CAP

water. The utility has a booster pump station located near Indian School Road and

197th Lane, but there is a valve that allows us to bypass this facility.

Consequently, DMB pays the cost of delivering the raw CAP water to the

construction pond and golf course, and owns most of the facilities used to store and

transport the water. I estimate that DMB's total cost to use raw CAP water is

approximately $1,100 per acre-foot due to increase in the non-potable water rate

approved last December and DMB's pumping costs and related expenses.

so UNTREATED CAP WATER IS now THE MOST EXPENSIVE

WATER TO USE FOR GOLF COURSE IRRIGATION AND OTHER NON-

POTABLE USES IN VERRADO?

That is correct. As a consequence of the increase in the non-potable rate charged

FENNEMORE CRAIG
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8

by Arizona-American's Agua Fria Water District, raw CAP water is over $200 per

acre-foot more expensive than effluent, while effluent is about $600 per acre-foot

more expensive than groundwater. We estimate using approximately 550 acre~feet

of water per year for golf course irrigation. Limiting our use of effluent (and even

more expensive CAP water) will save us several hundred thousand dollars

annually.

Q. DO YOU UNDERSTAND THAT THE ADMINISTRATIVE LAW JUDGE

HAS RULED THAT THE NON-POTABLE WATER RATE CHARGED BY

THE AGUA FRIA WATER DISTRICT IS NOT AT ISSUE IN THIS

A.

Q.
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A.

PROCEEDING?

I do. My purpose in discussing the current cost of CAP water as compared to the

rate charged by Arizona-American for non-potable water is to show the disparity

between the costs of using groundwater, effluent and raw CAP water, and explain

why DMB will now rely far more heavily on groundwater for golf course irrigation

and other non-potable uses. This is not what DMB would prefer to do, but we have

no choice due to the relative cost of groundwater, effluent and CAP water.

DO YOU HAVE ANY FINAL COMMENTS?

The Corporation Commission should establish a reasonable rate for effluent in

setting rates for the Agua Fria Wastewater District .-- a rate that encourages, rather

discourages, effluent use. The Wastewater District owns the wastewater collection

and treatment facilities, and is responsible for safely treating wastewater and

disposing of the resulting effluent in accordance with applicable discharge limits.

As a matter of common sense, I would expect the revenue from the sale of effluent

to be used to offset some of the costs incurred by the Wastewater District to

produce the effluent. This would benefit customers receiving residential and

commercial sewer service by reducing their rates, while encouraging the reuse of

FENNEMORE CRAIG
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effluent for golf course irrigation. In addition, if effluent can't be reused on the

golf course, then not only will the revenue from the sale of effluent be lost, but

Arizona-American will incur additional expenses to dispose of the effluent in

accordance with ADEQ requirements, leading to higher rates. Setting a price for

effluent that encourages its use will benefit everyone.

Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE?

Yes.
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IN THE MATTERIOF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS AGUA FRIA
WATER DISTRICT, HAVASU WATER
DISTRICT, MOHAVE WATER DISTRICT,
PARADISE VALLEY WATER DISTRICT, SUN
CITY WEST WATER DISTRICT AND TUBAC
WATER DISTRICT.

IN THE MATTER OF THE APPLICATION OF
ARIZONA~AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS MOHAVE
WASTEWATER DISTRICT

I

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON, Chairman
JEFF HATCH~MILLER
WILLIAM A. MUNDELL
KRISTIN K. MAYES
GARY PIERCE

DOCKET no. W-0I303A-08-0227

DOCKETNO. SW-01303A-08-0227

REVISED DIRECT TESTIMONY
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2

3

4

5

l

Q,

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Thomas M, Broderick. My business address is 19820 N. 7"' Street, Suite

201 , Phoenix, Arizona 85024, and my business phone is 623-445-2420.

Q,6

7

8

9

A.

IN WHAT CAPACITY AND BY WHOM ARE YQUEMPL0YED?

I am employed by American Water as Director, Rates & Regulation for operations in

Arizona, New Mexico and Texas. Arizona-American Water Company ("Arizona-

American" or the "Company") is a wholly-owned subsidiary of American Water.

Q,10

11

2

13

A.

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE

COMPANY.

I am responsible for water and wastewater rate cases and public utility regulation in

Arizona, New Mexico and Texas;

Q.14

15

16

17

18

19

20

21

22

23

4

A.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND

EDUCATION.

For more than 20 years before joining the Company in 2004, I held various management

positions in the electric-utility industry with responsibilities for regulatory and

government affairs, corporate economics, planning, load forecasting, finance and

budgeting with Arizona Public Service Company, PG&E National Energy Group and

Energy Services, and the United States Agency for International Development. I was

employed at APS for nearly 14 years as Supervisor, Regulatory Affairs, then Supervisor,

Forecasting, and then Manager, Planning, I was designated APS' Chief EconOmist in the

early l 990s. For PG&E National Energy Group, I was Director, Western Region

External Relations. For USAID, I was Senior Energy Advisor to Ukraine.

i
I

•

0

A.

s
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1

z

I have a Masters Degree in Economics from the University of Wisconsin - Madison and

a Bachelors Degree in Economics from Arizona State University.

3

4

Q-

A.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?

Yes, on many occasions.

5

6

7

ll

Q.

A.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THISCASE?

Please see the executive summary of my direct testimony.

III

Q.

8

9

10

112
13

A.

SUMMARY OF RATE CASE

WHAT ARE ARIZONA-AMERICAN'S REQUESTED REVENUE INCREASES

IN THIS CASE?

Arizona-American's requested revenue increases, rate base and operating expenses are

summarized on Exhibit TMB-I . The total requestedrevenue increase is $19,961 ,632.

This requestedrate base for these seven districts is $198, 272,853.

14

15

16

17

18

Q, WHAT ARE ARIZONA-AMERICAN'S OTHERREQUESTS IN THIS RATE

CASE?

Other requests by Arizona-American include approval of various accounting treatments

especially as regards the White Tanks Plant, and various surcharges such as- a Tubac

ACRM and a Paradise Valley Public Safety surcharge.

19

20

21

22

Q.

\

I
I

I

WHAT WITNESSES SUPPORT ARIZONA-AMERICAN'S REQUEST?

In addition to my testimony, the following witnesses are providing testimony to support

Arizona-American's direct case: Mr. Paul Towsley, Mr. Joseph Gross, Mr. Bradley J.

Cole, Ms. Sheryl Hubbard, Ms. Linda Gutowski, Mr. John C. (Jake) Lenderking, and

external expert witnesses Dr, Banta Villadsen and Mr. Paul Herbert.

|
1

Q.

•

A.

A.

s
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Valley district customers determined by the Town to have met the program's criteria.

The rate discount would be funded by revenues collected from the system-benefit

surcharge described above. As soon as we have the key program details, the initial

amount of the system-benefit charge can be proposed based on an amount necessary to

help provide residential customers an incentive to convert landscape and based On an

estimate of the size of the target population the Town would like to incept to convert

landscape to reduce water usage. An on-going rate discount is preferable to a one-time

rebate, because rebate programs may tend to benefit free riders (people or developers that

were going to do a landscape conversion without any incentive).

10 Arizona-American looks forward to learning more about this program from the Town of

Paradise Valley and will respond further in its rebuttal testimony.

2

13

14

15

16

17

18

HOOK-UP FEES (HAVASU WATER)

HAVE PROCEEDS OBTAINED FROM HAVASU WATER DISTRICT'S

ARSENIC IMPACT FEE (MAIFQQ)BEEN APPLIED AS CONTRIBUTIONS TO

REDUCE HAVASU'S ARSENIC RATE BASE?

Yes. Through the end of the test year, $61,805 in AIF proceeds had been collected and

reflected as contributions which reduced test year rate base in Schedule B rate base for

Havasu. This is well shop of expectations.

1

19

20

21

22

23

4

XII

Q-

WASTEWATER EFFLUENT TARIFF (MOHAVE WASTEWATER)

WHY Is ARIZONA-AMERICAN ASKINC TO INCREASE THE RATE FOR

TREATED EFFLUENT IN THE MOHAVE WASTEWATER DISTRICT?

We are asking to increase the rate for treated effluent from $200 to $250 per acre-foot.

Only one customer-a golf course known as Desert Lakes-is on this tariff. Arizona~

American has agreed to provide Desert Lakes all effluent available from wastewater

I

Q

A.

xi

Q-

A.

4.
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I
I

:

3
I

operations. Desert Lakes, in tum, has an agreement with the Mohave Valley ligation

and Drainage District to furnish all remaining water needed for golf course irrigation, but

this water must be replaced with reclaimed wastewater by the year 2017. Currently, we

estimate that the effluent being produced and provided is about half of the golflcourse's

irrigation requirements. We also believe that the cost of treated effluent at the increased

rate will remain below the cost of water from the District. Thus. as the Mohave

Wastewater District's sewage flows grow the golf course should continue to purchase all

of the effluent produced. A rate increase for treated effluent reduces the rate increase

required from other Mohave Wastewater customers at test-year effluent volumes (see

Schedule C-2 income statement adjustment LJG~4)

Q. ARE EFFLUENT RATES ELSEWHERE COMPARABLE?

Yes. Woodml'fls rate is $300 per acre foot. Gold Canyon is presently $256per acre foot

The nearby City of Bullhead is presently $256 per acre foot

14 Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE?

If

i

I
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Arizona-American Water Company
Docket Nos. W-01303A-09-0343

and SW-01303A-09-0343

EXAMPLES OF CURRENT EFFLUENT RATES
CHARGED BY PRIVATELY OWNED SEWER UTILITIES'

Utility
Current Rate
(per acre-foot)

Proposed Rate
(per acre-foot)2

Az-American Mohave $227.00 N/A

Black Mountain Sewer $122.00 $150.00

Coronado Utilities $48.88 $65.17

Far West Water & Sewer $325.85 N/A

Gold Canyon Sewer $190.95 N/A

Hassayampa Utility Co. $400.00 N/A

Johnson Utilities $200.00 $200.00

Litchfield Park Serf. C0_3 $55.00 - $225.00 $55.00 - $225.00

Pima Utilities $188994 N/A

Rio Verde Utilities $316.08 N/A

Santa Rosa Utility $283.49 N/A

Woodruff Utility $300.00 N/A

2308842

1 Based on information that is publicly available on the Arizona Corporation's website,
www.cc.state.az.us/.

2 Proposed rates refer to the rate for effluent requested by the utility in a pending rate case. Such
rate may or may not be approved by the Corporation Commission.

3 Litchfield Park Service Co. is authorized to charge a "market rate" (i.e., a negotiated rate) that
may not exceed $430.00 per acre-foot. No change has been requested in the utility's pending rate
case.

4 There is also a monthly minimum charge of$I80.00, which includes 100,000 gallons of
effluent.
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CENTRAL ARIZONA PROJECT
PRELIMINARY 2011/2012 RATE SCHEDULE

2010
Firm
2011

Provi-
sional
2012 2013

Advisory
2014 2015 2016

Municipal and Industrial

Long Term Subcontract (B+C) 1
Non-Subcontract (A+B+C)

Recharge (A+B+C starting 2011) 2

AWBA Interstate Recharge (A+B+C+F starting 2011) 3

$ 118
133

133

236

$ 122
137

137

167

s  122
137
137
163

$ 126
141

141

164

$ 129
139

139

162

$ 137 $
142

142

166

141
141

141

167

$ 118 $ 122 s 122 $ 126 $ 129 $ 137 $ 141Federal (B+C)

Agricultural
Settlement Pool (D)4 $ 49$ 53$ 49$ 508 51$ 56$ 58

Aqricultural Incentives'
Meet Settlement Pool Goals
Meet AWBA/CAGRD GSF Goals
Meet Recovery Goals

(6)

(2)

(2)

(8)
(2)
(2)

(4)
(1)
(1)

tb
tb
tb

tb
tb
tb

tb
tb
tb

tb
tb
tb

2010
Firm
2011

Provi-
sional
2012 2013

Advisory
2014 2015 2016

Capital Charges

(A) Municipal and Industrial - Long Term Subcontraci 5 $ 158 15$ 15$ 15$ 10$ 5 $

Delivery Charges

(8) Fixed 0M&R5

(C) Pumping Energy Rate 17

(D) Pumping Energy Rate 28

(E) Pumping Energy Rate 39

(F) Property Tax Equivalency 10

$ 6 9  $
49
85

122
30

6 9  $
53
la
la
30

7 3  $
49
la
la
26

76 $

50

n/a

la

23

7 8  $
51
n/a
n/a
23

81

56

n/a

n/a

24

$ 83
58
n/a
n/a
26

Qualifications for Various Classes of Water Service

Lone-Term Municipal and Industrial (M&l) Subcontract: M&l subcontractors.
Non-Subcontract: M8J users who are not subcontractors and the CAGRD.
Recharge (AWBA/CAGRD and M8J Underground Water Storage): The Arizona Water Banking Authority and M8J
subcontractors and other Arizona entities who have valid Arizona Department of Water Resources permits and accrue long-
term recharge/storage credits from this activity.

Page 1 of 3



CENTRAL ARIZONA PROJECT
PRELIMINARY 2011/2012 RATE SCHEDULE

Ez{=l*ll1!l»l=k{¢{:{°!II!l»l'\'laii=l=l~1l°kf;!=l

2010
Firm
2011

Provi-
sional
2012 2013

Advisory
2014 2015 2016

Underground Water Storage O&M11
Phoenix AMA
Tucson AMA

$ $ $ $ $ $ $8
15

8
15

8
15

8
15

8
15

8
15

8
15

Underqround Water Storaqe Capital Charge12
Phoenix AMA
Tucson AMA

$ $ $ $ $ $ $15
9

15
9

15
9

15
9

15
9

15
9

15
9

Provi-
Firm signal Advisory

2009/10 2010111 2011/12 2012/13 2013/14 2014/15 2015/16

Phoenix Active Management Area

Water 8~ Replenishment Component 13

Administrative Component 14

Infrastructure 8t Water Rights Component 15

Replenishment Reserve Charge 16
Total Assessment Rate ($/AF)

$ 143 $ 140 $ 140 $ 140 $ 144 $ 157 $ 156
33 38 42 44 44 44 44

101 131 170 204 245 294 353
41 47 51 54 54 55 55

$ 318 $ 356 $ 403 $ 442 $ 487 $ 550 $ 608

Pinal Active Manaqement Area

Water 8 Replenishment Component 13

Administrative Component 14

Infrastructure 81 Water Rights Component 15

Replenishment Reserve Charge 16
Total Assessment Rate ($/AF)

$ 107 s 110 s 118 $ 120 $ 121 $ 133 $ 128

33 38 42 44 44 44 44

101 131 170 204 245 294 353

38 45 53 61 60 61 61
$ 279 s 324 s 381 $ 429 $ 470 $ 532 $ 586

Tucson Active Management Area
Water & Replenishment Component la
Administrative Component 14
infrastructure 8t Water Rights Component 15

Replenishment Reserve Charge 16
Total Assessment Rate ($/AF)

$ 153 $ 155 $ 155 $ 161 $ 164 $ 166 $ 163
33 38 42 44 44 44 44

101 131 170 204 245 294 353
46 53 60 65 61 59 57

$ 333 s 377 $ 427 $ 474 $ 514 $ 563 $ 617

Contract Replenishment Tax - Scottsdale 17
Cost of Water
Cost of Transportation
Cost of Replenishment
Administrative Component 14
Total Tax Rate ($/AF)

$ 126 $ 133 s  137 $ 137 $ 141 $ 139 $
0 0 0 0 0 0
0 0 0 0 0 0

33 38 42 44 44 44
$ 159 s 171 $ 179 $ 181 $ 185 $ 183 $

142
0
0

44
186

Enrollment Fee 18

Activation Fee 18
$
$

83

81

$ 107

$ 105

$ 138
$ 136

$ 165

$ 163

$ 198

$ 196

$ 237
$ 235

$ 284
$ 282

Page 2 of 3



QENTRAL ARIZONA PROJECT
PRELIMINARY 2011/2012 RATE SCHEDULE

NOTES:

1 Does not include the Capital Charge.
2 Rate is equal to M&l rate starting in 2011. This rate applies to all recharge customers. Rules regarding the eligibility for

and use of this class are shown on page 1. For 2010, the recharge rate consists of Energy Rate 2 and a contribution
toward~covering a portion of the Fixed OM&R Rate.

3 The 2010 rate is obtained by adding the Fixed OM&R component, the Pumping Energy Rate 3 component, the M8¢l
Capital Chargeand an equivalency tax component. Starting in 2011 Pumping Energy Rate 1 replaces Pumping Energy
Rate 3 as a rate component.

4 Rate is the Pumping Energy Rate 1 component. Incentives may be earned for meeting delivery goals in three areas.
Any incentives earned can be applied to Settlement Pool deliveries.

5 Capital Charge is paid on full allocation regardless of amount delivered, not included in delivery rates.
6 Fixed O&M costs divided by projected total water volumes plus a component to fund capital replacements. This amount

is collected on all ordered water whether delivered or not.
7 Applies to all water deliveries starting in 2011. For 2010, water volumes were excluded for Recharge, AWBA Interstate

and SRP bring~your-own power acre-feet. The calculation is pumping energy costs divided by projected volumes. This
amount is collected only for water actually delivered as opposed to scheduled.

8 Energy Rate 2 is eliminated starting in 2011 due Io new power agreements.
9 Energy Rate 3 is eliminated starting in 2011 due to new power agreements.

10 The rate is based upon the tax levy for the previous elapsed tax year divided by the average water deliveries (excluding
Federal deliveries and water storage credits) for the three previous completed delivery years (e.g., for 2010, the tax
equivalency is the levy for the 2008~2009 tax year divided by the average water deliveries for 2006, 2007 and 2008).
The Advisory Rates are estimates. Note the 2010 rate has been revised.

11 Underground Water Storage O&M is paid by all direct recharge customers using CAP recharge sites.
12 Underground Water Storage Capital Charge is paid by all direct recharge Customers except AWBA for M8tI firming, the

CAGRD, municipal providers within the CAP service area and co-owners of CAWCD recharge facilities using no more
than their share of capacity.

13 The Water & Replenishment Component is designed to cover the projected annual costs of satisfying replenishment
obligations, including the purchase of long-term storage credits (LTSC) and the purchase and replenishment of water and
effluent. The total volume of water to be purchased and replenished includes a sufficient volume to offset losses incurred
during the replenishment process (generally 1% to 2.5%). For the Phoenix Active Management Area (AMA),
replenishment will be accomplished at direct underground storage facilities (USFS) and groundwater savings facilities
(GsFs) as well as through the use of LTSCs purchased from others. For the Pinal AMA, replenishment will be
accomplished at GSFs. For the Tucson AMA, replenishment will be accomplished at USFS as well as through the use of
LTSCs purchased from others.

14 The Administrative Component is designed to cover all CAGRD administrative costs. A $2/AF has been added to this
component to help fund the CAGRD conservation program.

15 The infrastructure 8¢ Water Rights Component is designed to generate funds to purchase long-term rights to water, and
construct additional infrastructure facilities as the need arises in the future.

16 The Replenishment Reserve Charge is designed to cover costs associated with establishing a replenishment reserve of
LTSCs as required by statutes. Water will be stored at a combination of USFs and GSFS in the Phoenix and Tucson
AMAs. LTSCs purchased from CAP and others will also be used to help establish the replenishment reserve in the
Phoenix and Tucson AMAs. In the Pinal AMA, LTSCs will be purchased from CAP in accordance with Board policy
adopted on October 6, 2005. This chargewill be leviedas provided in ARS Sections 48-3774.01 and 48-3780.01 .

17 The components of the Contract Replenishment Tax - Scottsdale reflect the provisions in the Water Availability Status
Contract to Replenish Groundwater between CAWCD and Soottsdale. The rates reflect the assumption that Non-
Subcontract CAP water will be available to meet the associated contract replenishment obligations.

18 The Enrollment Fee and Activation Fee retiest the fees established pursuant to the CAGRD Enrollment Fee and
Activation Fee Policy adopted by the Board on May 1, 2008. A $2 per housing unit is included in the Enrollment Fee to
help fund CAGRD's conservation program.

Page 3 of 3
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Kristin K. Mayes
Gary Pierce
Sandra D. Kennedy
Paul Newman
Bob Sump

IN THE MATTER OF THE APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN ARIZONA
CORPORATION, FOR TI-IE DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR UTILITY SERVICES
BY ITS AGUA FRIA WATER DISTRICT, HAVASU
WATER DISTRICT, MOHAVE WATER DISTRICT
PARADISE VALLEY WATER DISTRICT, SUN CITY
WEST WATER DISTRICT, AND TUBAC WATER
DISTRICT ,

Docket No. W-01303A-08-0227

IN THE MATTER OF THE APPLICATION OF ARIZONA-
AAMERICAN WATER COMPANY, AN ARIZONA
CORPORATION, FOR A DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS RATES AND
CHARGES BASED THEREON FOR UTILITY SERVICE
BY ITS MOHAVE WASTEWATER DISTRICT

Docket No. SW-01303A-08-0227

NOTICE OF FILING CLOSING BRIEF
BY

CAROLE MCHALE HUBBS FOR PORA
SUN CITY WEST WATER DISTRICT

RESPECTFULLY SUBMITTED on May 15, 2009.

(D8,.¢, W @44 M /
Carole McHale Hubbs
Attorney for PORA
21511 N. Limousine Drive
Sun City West, Arizona 85375-6557
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reimburse AZ-AM for CAP charges. Each of the four water districts listed above have a
CAP allotment but the water is not necessarily used in the district. The allotments are:

SCWWD: 2372 Acre Feet. SCWD: 4189 Acre Feet
AFWD: 11093 Acre Feet PVWD: 3231 Acre Feet

SCWWD and SCWD users have paid the Groundwater Savings Fee since 2001 but have
not used any of the CAP water and have not received any direct benefit from the CAP
water. Those who promote continuation of the Groundwater Savings Fee argue that there
are indirect benefits to the aquifers from recharge stations. This is a moot claim at best for
there is not a trace system in place to determine where recharge water migrates. If
recharge of aquifers from input stations were true, then the water districts paying for CAP
water used in recharge stations are paying for water utilized by users outside the
boundaries of the water district since aquifers do not terminate at water district
boundaries.

AFWD utilizes their CAP allotment to diminish aquifer use. The White Tanks Plant, a
plant to treat surface water for residential use is located in the AFWD. The plant is
scheduled for completion of Phase 1 (a) in 2009 and according to AZ-AM'S NOTICE
OF FILING POST HEARING BRIEF Dated May l, 2009, the first phase will be
capable of treating 13.5 million gallons per day, (MGD). Thus, die treatment of AFWD'S
allotment of l i,093 acre feet of CAP water will only utilize 73.35% of the plant's capacity
in Phase l (a). AZ-AM states that completion of Phase l (b) will provide the capacity to
treat 20 MGD. This second stage development will have the capacity to treat the total
allotment of 20,885 acre feet of CAP water allotted collectively to the four water districts.

.3 '/do 4-eu:

CONCLUSION.

SCWWD requests that when Phase l (b) is completed and if SCWWD'S allotment of
2372 acre feet of CAP water is treated by the White Tanks Plant, SCWWD will receive
direct use of the treated water that they have been paying for since 2001 or alternatively,
SCWWD will hr' repaid for all amounts the consumers have paid in since 2001 in
Groundwater Savings Fees. / _ 6 o ¢_,¢ 'v ,,,,,. an an#-lr o

45 ¢o-a :We Av Q / 2-
, - O f  4 0 ° z g i f d a ,

. * 0 .. /3;
For the reasons detailed above, SCWWD requests the ALJ and Comrnissione to
favorably consider PORA'S request to limit die percentage of rate increase to 59,% which
will include stage one and two ACRM. AlsoPORA requests that serious consideration be
_given to SCWWD and SCWD to opt out of rate rnnmlidatinn if they elect to due to their .
unique circumstances. Finally, 'PZTRA requests that special attention be given to the

"request at the SCWWD to receive direct treated water when possible or be repaid for the
monies paid in, since the water district has not received any direct benefits from the
Groundwater Savings Fee.

_,_,,__
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v TESTIMONY

of

w.R. HANSEN

INDIVIDUAL INTERVENER

5/25/'10
Sun City West mum'

HALF DOZENS REASONS TO DISENGAGE

from the

So -called "CONSOLIDATION" PROPOSAL

I. IDENTIFICATION IS A MISNOMER

The so-called "Consolidation" study has unleashed a plethora of observations,
yet it has steadily sailed under the banner of a misnomer as it masquerades
the fundamental characteristics of economic consolidation as it is tradition-
ally viewed in the business world today,i.e.:

a . The proposals have not been couched in a manner to cause focus
on centralization of product production, generally the centerpiece
of consolidation which affords the major cost savings. In f act,
the interconnected f facility aspect of electric and gas utilities
has been conspicuously absent or ignored for the water districts
in the instant case, likely because it would be a improbable economic
consideration for a company whose district could span over 892 miles
It is also war th noting, that in the last decade the Arizona
coir ts struck down an error t by Sun City West to become interconnect
with Sun City for groundwater purposes. SINCE that time/ the pro-
posed route has become totally commercialized.

Thus, the fundamental reason for consolidation is instantly dissolve(

b. Cost reductions:
The twin component of traditional consolidation is cost reduction,
of ten the paramount rationale for it, yet is has been equally
obscure in company testimony. while some modest staff reductions
could exist in staff level accounting, the process would be devast-
ating by preserving only capital accounts at the district level
while annihilating expense accounts at each district level, which
serve as the foundation for rate appeals.

The lack of cost mitigation is at best exemplified by contrasting
current Merit Rates (stand alone) with Accommodation Rates (con-
solidation options) and noting that in the change from Merit to
let. option Accommodation rates/ the range of the lowest rates
increases by 52% while the range of the highest rates expand by
29%. The rate range under wastewater is even more devastating/
with the highest rate increasing by l40.8%. It clearly signals
that the cost reduction rationale is illusionary/ creating a benefit
for a few at the expense of many.

When company officials were probed about the prospect of "out of
control pension costs"(as reported by RUCO witness Ralph Smith )
as to whether they might be mitigated by consolidation/ the re-
ponse by Townsend was negative.



*

No matter that 5 year costs have increased 425% at the local level, and
564% in contribution to parent company, and worse- that local pension costs
had doubled from 2007 to 2009-ostensibly to offset the stock market decline
losses on the pension reserves. That deficiency was pegged at $479 million
by the witness, but again Townsend stated there was no intent to mitigate
these costs by switching from defined benefit pensions systems to defined
cost pension system.

Likewise, the prospect of reducing Management Fees assessed to each district
by the Parent would not be reduced under consolidation, and they constitute
the largest single cash expenditure. ThUSI we are let t with the reality-
that cost reductions under this proposal appear to be a rather hollow hope.

11. LACK OF CUSTOMER APPEAL

In the early stage, it has only significant appeal to Anthem and Tubac,
the principal beneficiaries of the consolidation bail-out proposal, and
this comes at the expense of the other districts. Even those with modest
gains initially, recognize that instant gratification will soon vanish.

Absent from the discussions, was any talk of an improved product or delivery
system. While only 2 public hearings were held among the 8 district locat-
ions, the one in a substantially benefitted district drew only half as
many the one in a district where the largest increase could transpire.

III. LACK OF HOMOGENIUS GROUPING OF DISTRICTS

There is a conspicuous lack of homogenous grouping characteristics which
generally provides added support for consolidation. In f act, by two broad
categories the 8 districts are extremely hetero genius, as the following
illustrations ShOWy with the attendant problems they create for a consoli-
dated grouping:

AGE :

•

AVERAGE 49yrs.

The overall age range. in terms of conception, from 1946 to 1998
for a span of 64 years. You end up with two logical age groupings

l- 1946 to 1970 6 of the 8 districts.
Sun City has oldest system

2 of the 8 districts

Sun City West is one of these

2. 1978 to 1998 AVERAGE 22yrs-

Sun City West, as the 2nd. youngest system, will likely be the 2nd.
to last system to be totally renovated while it contributes to the
renovation of 75% of the other systems.

RATE RANGE:

Under current merit rates: low is $16.73/High is 65.81
Under consolidation rates: low is $25.33/High is $84.82

Multiple of 3.94%
Multiple of 3.34%

What's alarming is the spread from low to high hasn't changed that much
but the lowest rate has increased by 152% and the highest rate increased
by l29.%



When you view the wide range of age of the Districts/ where 75% average
49 years/ while 25% average less than half that age-22 years you can
observe the lack of uniformity in aging of the systems. Even more
troublesome for consolidation is the extreme range of rates, which are
reflective of the highly differing cost demands of the districts.All
of which tells you these districts do not lend themselves to consolidation
because of the heterogeneous nature of their age and current rates.

Iv. RATE SHOCK MITIGATION

Rate shock should not be used as an advocacy position for so-called
consolidation. It is a reality in rate regulation that rate shock

will present itself from time to time. However, there is no justifi-
cation for transferring the impact of rate-shock to other par ties unre-
lated to its causation. From recent testimony of the Anthem witness/
we have learned that FAS 92 does not preclude Districts from deferring
major capital costs, providing the Commission properly administers their
findings.

In Sun city West, several years ago we were forced to install arsenic
treatment f facilities. We have done this by ourselves, now incurring
both capital and treatment cost associated with arsenic. We never re-
ceived any special federal grants or assistance and pragmatically accept
this as our burden. However, on top of this we received a 60% increase
last November, and f ace a 31.8% increase in wastewater currently. These
reflect our problem and we bear the responsibility for their solution,
asking only the other Districts do the same. We do not believe in water
district welt are and resist its implementation.

This discussion does beg for some legal question consideration which
centers on Ar tile 15/ section 15/ of the Arizona Constitution and re-
lating to discrimination in the assessment of rates. It seems one should
be most cautious in attempting to assess rate damage on another par ty
without any foundation of causation.

On the basis of these f acts, rate-shock response by cost transfer to
unrelated par ties should be avoided on general principles/ and least of
all embraced as an effective tool of so-called consolidation when more
reasonable and rational options exist.

v. IT UNWITTINGLY CREATES UNDESIREABLE INCENTIVES

By its very design, it proffers an opportunity for a water company troll
for inefficient or capital starved companies, bring them into the
consolidated districts while seeking a sanctioned levelization of their
rate which transfers the burden to a economically healthy district- Ironical
Ly, two advocates of consolidation is this case have embraced ihis concept
as a beneficiary aspect of consolidation.

t o

Neidlinger, in a recent but undated testimony, on page 5 & 6 wrote:
"Consolidation allows the company to acquire small water & wastewater
systems in disrepair and make needed plant improvements without imposing
rate shock on their (emphasis added) customers."

Magruder,
56 states

in his testimony of 5/3/'10, page 52,line 22 and again on.page
"The cost of specific programs (i.e. arsenic in Tubac-added)
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should be shared by all customers rather than burdening those of the
affected area...."

In my opinion, these are not advantages to be associated with so-called
consolidation, even though advanced by well-meaning and dedicated proponents
Rather they speak to the vast philosophical divide that this issue enter-
tains, causing some to replace logic with intent.

We find ourselves with a mechanism that would condone the beneficiary
transfer of capital cost and operational expense from the causation par Ty
to the innocent member of the group- This is not a healthy goal and merely
masks water utility welt are.

vi. ECONOMIC PRINCIPLE:

Again, in my reading of Ar tice 15, Section 15/ it appears to place a
strong emphasis on what I define as "Merit Rates(a/k/a Stand Alone)
meaning the rate you deserves which has been determined by GAP accounting
principles and sanctioned by the Commission. This whole process of
accepting a monopolistic aberration to a fundamentally capitalistic system
must be done with great caution 1 as has basically been true of regulated
commerce for years. The moment you begin to tinker with basic precepts/
you are beginning to mount a slippery slope.

The moment you begin to contradict a system which incentivizes efficiency.
protects against capital waste or excesses, all while promoting some degree
of competitiveness, you are marshalling a disservice to the customer.
That would most cer mainly be the product of "Accommodation" rates which is
nothing more than a social policy that discriminates for some and inherently
against others. This is most assuredly bad policy in our perceived
present economic policy.
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1 EXECUTIVE SUMMARY

2 As per the charge of A.C.C. Chair Mayes, in a letter filed on 4/12/.i,.

3 08, in conjunction with Decision # 71410, wherein she asked par tici-

4

5

pants in that case to,"...make an analysis addressing the predicted

impact of statewide &select...consolidation of the Camp any's water

6 districts and to propose combinations of districts where potential

7 benefits outweighs the limitations of consolidation error ts, and an

8 analysis of rates and operations under a statweide consolidation of

9 the Company's water districts."

`10 This edict has triggered a plethora of exhaustive research on her

11 mandate, WhichI in this writer's view, does absolutely nothing to

12 enhance the radical direction in which consolidation would direct us.

13 It only reaffirms and substantiates some very fundamental and

14 adverse conclusions (1) it plainly assists some districts in.~s.her t

15 term strained circumstances at the expense of hurting ot;hers.This

r

16 was very clearly substantiated in Decision # 71410 when Arizona/

17 American executive Br~@der:iek,on page 48 of that decision states, ll
an l •

18 he experimented with residential rate designs/ but it did not change

19 his conclusions that in order to achieve a total rate consolidation,

20 the rates in Sun City & Mohave would increase significantly»(l36%

21 37.22%) and that the major short term beneficiaries would be Anthem

22 water(-47.74%) and Tubac(-47.l3%) and Havasu (-42.90%) with the only

23 largely unaffected area being Paradise Valley." [emphasis added]

24 In that study, only one par Ty supported the consolidation/ the re-

25 resentative from Tubac which district gained a 47.13 reduction vs.

26 ,an increased rate.

27 (2) the increase level Of service is not guaranteed except where the
x

28 invested capital of one community is confiscated in order to enhance

A 1
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9

1

2

the service level of another district. Meanwhile; the beef actor

district enjoys no gain in service level but is inflicted with a

3 higher rate which is extracted for the sole purpose of benefiting

4 another district. This takes on all the appearances of acollaborativ

5 utility rate payer welt are system-

6 (8) It incentivizes any inefficient or capital-troubled district to

7 to seek to join an existing consolidated amalgamation of water dis

8 tricks for the purpose of transferring/ and subsequently lessening

9 the burden of its rate payers while imposing an economic burden on

`10 members of the consolidated group. Should consolidation be adopted;

11 it will precipitate a gravitation flow in this bail-out direction.

12 (4) It likewise incentivizeS corporate bodies to troll for such

13 disadvanted districts, as described in # 3 above/ recognizing that

14 a utility commission that has initially embraced the rate payer

15 welt are system will subsequently welcome any troubled so journey.

16 (5) The war-cry for consolidation is usually resonated from the

17 electric & gas utility camps where "interconnection" is more plaus-

18 idle and economically rational. Water district are traditionally

19 independent. To pursue interconnection, as a service benefit, with-

20 in Arizona American could easily approximate over 892 miles of new.

21 heavy piping making it an astronomical economic implausibility.

22 (6) As one reviews the Water Infrastructure Finance Authority of

23 Arizona's 2008 survey of the states 426 water districts and 133

24 wastewater districts, you can quickly focus on the extreme lack.of

25 homogeneous characteristics among all these districts. They attempt

26 categorize them into 32 types of structure and physical character-,to

27 is tics with additional quantification- But one can easily compre-
8

38 lend the diversity of districts by reflecting upon the vast range
I

n
in;

B

aw.
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1 of rates among water dsitricts, running from $4.64 monthly way up
I

2 to $201.78 monthly. Among wastewater districts/ they range from

3 $2.00 to a high of $80. monthly. This wide range of rates capitalizes

4 the obvious diversity of physical character ticsfneeds and other
i

5 f actors which drive the composition of a rate, proving once more

6 that consolidation is both implausible for water utilities, if not

7 detrimental •

8 (7) Finally, one could contend that consolidation would constitute

9 "discrimination" against a district adversely impacted in order to

~10 benefit another district, which is contrary to the Arizona State

11 Constitution: Ar ti le 15, Section 12, which reads •
I 3I

I

12 "All charges made for services rendered, or to be rendered/by public

13 service corporations within this state shall be just and reasonable/

14 and no discrimination in charges, service, or f facilities shall be

15 made between persons or places for rendering a like and contempor-

16 aqueous service, except that the granting of free or reduced tranpor-

17 s o n may be authorized by law, or by the corporation commission to

18 classess of persons described in the act of Congress approved

19 February ll,l88'/,entitled An Act To Regulate Commerce, and the

20 amendments thereto/ as those to whom free or reduced rate transport t-

21 action may be granted ll• This bears study and will most assuredly

22 *Will be pursued

23 Consolidation is fraught with so many adverse aspects in the water

24 utility field that it does not deserves adoption It is a highly

25 controversial issue which will precipitate social unrest needlessly.

26 !

27

28

C

1

i

8
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1 1. INTRODUCTION AND QUALIFICATIONS

2

3

4

5

6

7

8

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER. .
My Name is W.R. Hansen. MY residential address is 12302

Swallow Dr., Sun City W9Str Arizona 85375I and my phone number

623-556~9873.

Q. WHAT IS YOUR CURRENT STATUS?
I am a retired individual-

Q- PLEASE DESCRIBE YOUR VOCATIONAL EXPERIENCE 6 EDUCATIQN.

9

c

10
For 26 I was a business co-owner

11

12

13

14 COMMISSION
i

15

I

\

18 Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

19

I have a Bachelor Degree in Education with a Minor in Business

Administration with some additional post graduate education.
years with my brother, 15 years

in Trade Association management- During my business career, I

also spent 12 years in the Iowa STATE Legislature. Following

my association work, I spent 6 years on an appointive state

commission, serving half of that time as Chairman of the Commission

Q~ HAVE YOU TESTIFIED BEFORE THIS ?

Yes, but it was at a Public Hearing they held in Sun City West.

However, I was deeply involved in the Rate Hearing last f all &

attended some of the formal hearings last March but did not

testis y. I also testified in April of 20lO.

I wish to offer Direct Testimony on Consolidation and its

impact on rates on a unified basis as contrasted with the

rebuttal testimony I filed on ApRil 7,2010.

22 Q- WHAT BACKGROUND DO YOU HAVE IN A WATER UTILITY CASE?
In

23

24

25

Beginning in the f all of 2008 through 2009: spent over 4 month

as a member of the Sun City West Homeowners Association(p.o.R.A.

Water Rate Committee studying & preparing testimony for W70l303A

08-0227 & SW 01303A-08-0227, where we met 'weekly for over 4 Mont

As stated above, I par ticipated in a Commission Hearing in Sun

city West, and attended some of the hearings last March but did
not testis y. I did testify in the hearings this April of 20lO.

28

20

21

26

27

16

17

.2-



1

2

3

4

5

6 THINK

7

8

9
Others have previously spoken of.it in various terms,

10

11

12

13

prop up who-whether

by a variety of cir<:umstances- find themselves in an adverse

fiscal position in terms of capital needs or operational »

14 Q excesses for

Q_1WHAT VIEWPOINT DOYOU WISH TO EXPRESS AT THIS TIME?
ON THIS PROPOSED CHANGE INLPQLICY?

I deem it a policy issue inasmuch.as it defies the traditional

process in the calculation of rates predicated On the individual

districts invested capital in its singularly functioning system as

well as the revenues and expenses associated with the unique

characterizations of that district.
Q 2 DO YOU "CONSOLIDATION" IS THE APPROPRIATE NAME FOR THIS

ISSUE?

NO: I do not-in f act I would have*characterized it as a classic

misnomer.

classic Ying it an "Equalizer," Levelizer," orate payer welt are

In essence, it is a scheme to redistribute burdens predicated

on the confiscation of the prudently invested and functioning

districts to the under-invested districts

their size.
3 WHAT COMPARABLE GAINS MIGHT ONE ANTICIPATE IN THE LEVELIZATION

OF THE RATE STRUCTURE?
15

16

17

18

19

20

21

22
\
l

r

23i
I

i
l
a
I

5
I

24

251.
|

i
!
13
I

26

27

Vii dually none! Conceivably at the Commission level, it may be

able to eliminate an Administrative Judge and some attendant

personnel by vii Tue of fewer rate cases and perhaps a miniscule

reduction at the company level but that would be less likely.

Conversely, establishing a while new system and covering a massive

layer of districts simultaneously could trigger increased costs.

It could reduce the time spent by Commissioners but whether you

would ever reduce their compensation is problematic. In sum

total, any cost reduction of staff collectively»in a monopolis-

tic style of business;woulo more likely result in a trickle and

is unlikely to ever be seen by the rate payor- Potentially,

while it could appear to be time-savings for the A.C.C., the

greater depth and complexity of the case could offset it-

Significant wind-f alls would be experienced by 3 districts,i.e.

Anthem, Havasu& Tubac but some would suffer and one par ticularly-

Sun City.

28 Q 4 CAN YOU BE MORE SPECIFIC ?
I

l

-
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2

3
B

4
1
I1

5

6

7

8

9

10

11

12

of the lines on
9_14

and that together with Sun cit

consolidation RUCO its opposition because

districts were 15-20
staff it in the

acknowledged on p.

deficiencies exist prior to rate consideration.4 Only one
par ty recommended Magruder of Tubac

13

?

15

16

format.

in p.

caste

Q WHAT HAS PROMPTED THE INTEREST IN THIS APPROACH

Q 6 WOULD THAT NOT SUPPORT ITS CONSIDERATION.

19

20

21

22

23

i

1
24

i
I

i

25

27

to from

Broderick expressed on lines l9~2

same 49, 1-8, AlSOI lines

suggests they be let t out of the

all considered, line on While
supper ts instant

50 with Company Counsel that at least 10

consolidation/ ~5

5
14

the rate that on

November

that may consideration

17 that gas

18

case in type operat-

mode.

While

some

with accepted accounting practices,

button in most instances remain separated. Some utility dis-

tKiCtSI have been combating thearsehic

(1) Staff @ Rate Consolidation Conference on 2/10/10
(2) Docket 7l410,schedule B;p 48 Broderick 1- 19-25
(3) Ibid 2/ p. 49, lines ,PORA 9-14,Ruco
(4) Ibid 2/ p. 50¢lines 1-15 .
(5) Ibid 2/ p. 50, lines 16-19

Yes, Tubac & Anthem in cases pending could experience a

doubling of their current rates, as was asset Ted by staff

at the 2/10/10 Rate Consolidation Seminars whereas according
Exhibit Rate Case # W-Ol 303A-08-0227 on page 47 & 48

of Docket # 71410 under so-called "consolidation" would be

gif Ted with reductions of 47.74% for Anthem & 47.13% for Tubac

while Sun City would be saddled with a 136% increase. This

observation is similar to what

document, and on P~ 2
of page 49, PORA suggests their opposition to consolidation

expresses not

49.3
concept, not in and

It is a hangover from last case concluded

12,2009. It is likely prompted by, and I can Only

speculate, it have fermented into

in it is used sometimes with and electric utilities.

Absolutely not for gas and electric utilities are interconnected

in those cases, utilizing common production f facilities whereas

water utilities in the instant are not that

tonal They have their own invested f facilities,unique to

their district and their own unique costs and revenues.

common labor and management has been allocated in accord-

ance production and distri-

such as Sun city West,

problem and our rate payers have absorbed the capital and
operational cost. Next door is Sun City & it does not have arsen

26
on p.48/l-8on

lines 15-2o

+4-

28

r
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2

3

4

5

6

7

8

rate

7 WHAT OTHER ASPECTS MAKE LEVELIZATION DIFFICULT AMONG WATER

UTILITIES IN TERMS OF EQUITABLY RESPECTING DISTRICT'S

UNIQUE DIFFERENCES ?
9

10

11

12

Now we learn that Tubac has arsenic, while Anthem is
f acing fiscal problems so I can imagine that both would

be cheerleaders for consolidation or levelization of

rates since it would deposit their extra burdens on the

other districts- For lunately for Tuba cf they received a

one million dollar stimulus federal grant, something un-

known to Sun city West as we star Ted shouldering the arsenic

costs a few years ago on the backs of our local payers.

Q

It does give one pause when suddenly a trade association

of tOO investor utilities ( some as large as 400,000 meters)

.signs up as an Intervener in a case devoted to 5 small

utility districts, other than to pursue their goal of

statewide water utility rate consolidation.

13

14

15

16 RESIDENTIAL RATE SURVEY state ARIZONA. ll

17

18

19

20

21

22

The main problem with water utility districts Arizona is

the lack of homogeneous grouping for a singular rate settings

The Water Infrastructure Finance Authority of Arizona illustrates

survey 20081 " WATER & WASHEWATER

for the of 6 On P- 9

they declare there are 426 entries for drinking water districts,

varying in rates from@$4.64 month charge for Phoenix to $201.78

monthly charge for Highland Pines. water

districts with monthly rates that vary from $2.00 in Tolleson

to $80.00 in Kings Ranch. 7

characteristic differences among water district is best

illustrated by their 3 major groupings: #1 Pricing of charges

with 7 subdivisions/8#2 Cost f actors used for rates with ll

subdivisions/Q# 3 Types of Ownership with 4 subdivisions_10_
23

24

25

26
i

27

in

this f act in their latest of

There are 133 waste

The

Thus with 3 major divisions, you add 22 subdivisions, ending

up with 25 different ways to characterize a district.

(6) Cover page of Water & Wastewater Survey

Ibid # 6,p. 9 Cost variances of districts
Ibid # 6,p. 5 & 6/ Pricing systems
Ibid # 6,p. 6 & 7/ Cost f actors for calculating rate
Ibid #6,p. 9/ Types of Ownership

(7)
(8)
(9)
(lO)

28

. _-'
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1 8

2

3

4

5

6

7

8

9

ARE THERE OTHER CHARACTERISTIC DIFFERENCES?

I'm sure there are more but I'll just mention 2 other differ-

ences in water districts that have major implications.

Sun City & Sun City West are built-out communities, that is

there is no potential for additional customers and as a

result its system is somewhat more static than those in

expansive areas.Also,costs & revenue tend to be quite static.

Additionally, the age of a system can make a significant

difference in capital demands. From the attached memo, you

can see the age of systems range from 25 years old to 64

years old, a span of age difference of 39 years- 11

That f actor alone has huge expenditure implication;
10

11

12

Q- DO YOU AGREE WITH STAFF CONSOLIDATION PROPOSALS FOR

SUN CITY & SUN CITY WEST, AS SET FORTH ON PAGE 22¢COl"IMENCING

WITH LINE 9?

13

14

15

Yes, I concur with the re section of the possible consolidation

district by the Staff as shown at the bottom of page 23

commencing with line 21. I would, however, offer additional

reasons f though michlick alludes to the possibility of

subsequent testimony of Elijah Abinah.
16

17 WHAT INDEPENDENT STATEMENTS WOULD YOU OFFER-

18

19
\

Q
20

WHAT MIGHT

21

Q-

While there is a proximity f actor that could be f adorable,

it is more than outweighed by other f actors-

THOSE FACTORS BE?

#l. The age disparity in the two systems. Sun City West

is 33 year old, while Sun City is 50 years old resulting in

in a deterioration rate that would not be on parallel paths.
22

23

24

25

26
I

In f act, in a 4/15/10 filing by Towsley & Broderick,

Towsley adopts the prior testimony of Christopher C.Buls»

stating, "Sun City has the oldest infrastructure of any of

the company's, and the infrastructure is at the point in in the

27

28

asset cycle where significant capital will begin to be invested.
12 .

(ll) Memo from Bradley Cole of 1/22/09
_6_

(195 Remarks of Christopher Buts



1

2

3

4

5 ANY OTHER

6

7

8

Q- ARE THERE OTHER FACTORS?

Yes, a 2nd. would be a differential in system styles which

could impact rates. Sun City contracts out at least a portion

of its wastewater treatment to another entity. whereas in

Sun City West we have a complete treatment of all wastewater.

Q- FACTORS?

Yes,a differential in special conditions. SCW has arsenic and

as a result it has made .......and continue to, make, a substant-

ial commitment to accommodate this problem. On the other hand,

Sun City does not have arsenic.

9

10

11

Thus, the initial logic of pairing these two cities because

of proximity pales in light of greater disparities. Beyond that/

in my initial discussion of the subject I think I hoe Set for th

a bevy of rational objections to the so-called-"consolidation."
12

13
Q- Do the more recent consolidation configuration improve over

14
last year.

15
When you rank the relative position, from lowest rate to highest

16
and then follow the change of their position under 1.,11., or II

17
and you pay par titular attention to the problem districts,

3

18
Anthem, Tgubac and Mohave, as one tends to improve, the other

19
worsens • Likewise, the advantaged rate districts now would

20
play a dispropor titanate burden to improve the high rate

21
districts. Any way you slice it, it becomes "Rate payer

22
Welt are .

Q Does this conclude your testimony for now. nu

423
A YES

24

25

26

27

28
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Rate increase/(decrease)

($4.6 million)

(47.13 %)

Havasu (30.6 million) (42.90 %>

Agua Fria (s3.5 rnilligsl (17.75 %)

Sun City West ($l.3 mmiom (15.69 %)

Paradise Valley $0.3 million 2.95 %

Mohave $1.7 million 37.22 %

Sun City 136.00 °4>$8.4 million |

-1 Exhib't; 2 .
L. 10-18 = Schedule L 9-5 Broderick (contlnues p.49 L1-8B.

DOCKETNO. W-01303A-08-0227 ET AL. I

l

2

3

4

assumptions and decision points that must be considered.226 Mr. Broderick attached the results of one

consolidation scenario to his refiled rebuttal testimony. That scenario is attached to this Decision

and incorporated herein as Exhibit B. Exhibit B includes all eight of the Company's water districts at

the Company's requested revenues in the original application Sled in this case, and at the present

5 rates for the Sun City Water district. Exhibit B shows the typical 5/8 x 3/4 inch meter residential

6 customer bil l on a pre- and post- consolidation basis for each of the water districts, with

7 consolidated monthly basic service charge of $15.59 and three tier commodity rates of $l.50, $2.50

a

8 and $3.25. That scenario would result in the following total residential revenue and percentage shifts

9 \

10

(in total changes netto zero) by distn'ct:227

District/Revenue shift increase/(decrease)

8 Anthem
I

(47.74 %> .
1

H I

12
4

Tupac (30.3 million)

13

14

15

16

17

18

19 Mr. Broderick stated that he experimented with the residential rate designs, but it did not

20

21
I

22

change his conclusion that in order to achieve a total residential rate consolidation, the rates in the

Sun City Water and Mohave Water districts would increase significantly, and that the major short

term beneficiaries would be Anthem Water, Tubae Water, and Havasu Water districts, with the only

23 largely unaffected water district being Paradise Valley Waters The Company's witness Mr.

24 Townslcy further addressed the difficulties and benefits of rate consolidation, and laid out a specific.

25 partial rate consolidation proposal that involves the levelizing of net plant investment per customer.

26

27

28

zs /d. ax 5~6.

227 /d. at 7.
:pa Id.

gr;

.B..
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p . so L . 1-15

1 by means of a systems benefit charge to be assessed on the variable usage rate per gallons

Based on its analysis, the Company believes that with the magnitude of revenue shitlt_ Thai

would be required, its customers are not yet ready for an eight district consolidation m 'the

4 Company contends that ordering rate consolidation in this proceeding would be impractical, and

5 could lead to unintended consequences, because at this time, there are more questions than answers,

6 and to get the answers, datamust be gathered, informed public: input must be received, and difficult

7 policy choices must be made. The Company believes that a subsequent parallel proceeding is needed

\

8 to provide a forum for all parties, the public and the Commission to consider consolidation.23I

l

l
10 Staff that rate consolidation is a complex issue with both public and policy implications, that public

9 PORA states that it is unprepared to consider cQn_s9j.i_dation of rates."2 PORA agrees with

outreach should be undertaken prior to consolidation, and that adequate notice of consolidation

12 should be given to all affected ratepayers.233 PORA believes that Sun City West Water and Sun City

1 1

13 Water districts have unique attributes which should entitle them to an option to not participate in rate

14 consolidation if and when consolidation is implemented.23'°
\

15 ' RUCO states that. it opposes consolidation of rates in this proceeding because only seven of

16 the Company's lhineen water and wastewater districts are being considered in this proceeding, and
l

I

all, of the Company's water districts.235

19

17 because consolidation in this case would result in the inequitable spread of costs over some, but not

18 RUCO contends that while there may be good reasons for

rate consolidation, the reasons should be thoroughly vaned on the record and then applied evenly to

all the districts.23620

21 Staff states that it supports rate con§0lidati@. but urges the CoMmission to proceed with

22 caution, and does not recommend consolidation in the instant 0358.237 Staff states that rate

i 23 consolidation is a complex issue that has both public and policy ramifications which require careful

24

25

26

27

z:'J ld. ai 1148.
2.10 ld at 8.
-al Company Brief at 52.
m PORT Brief at 4.
an Id.
114 ld .

ass Ruco Reply Brief at 8-9.

:as ld ax 9.
111 Staff' Brief at 20.28
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EXHIBIT 4
EXHIBIT 5

STAFF L. 1-15
MAGRUDER L 16-19

DOCKET NO. W-01303A-08-0227 ET AL.

3 consideration in order to avoid any unintended consequences.m Staff is also concerned that the

2 notice in this case was not adequate to notify affected ratepayers if consolidation were to be

3 1 accomplished in this proceeding.239

StafFs witness Mr. Abinah agreed with the Company's counsel that several issues need to be

5 i addressed prior to rate consolidation, including:

4

6 •

7 •

How to deal with different numbers of tiers and breakover points across districts,

How to account for differing uses of water for residential irrigation across districts,

8 Whether commercial rates should be consolidated at the same time as residential,

9
l

I (J I

How cost ofservicc and returns by customer class should be aiTec.ted,

How public input can be maximized,

I 1 How customers can be educated about the pros and cons of rate consolidation,

12

13

14

15

16

17

How parties will participate in the public process;

Whether to phase in or immediately implement consolidated rate structures,

Whether wastewater rates should also be consolidated, and

What economies of scale would be accomplished by consolidation.7° 0
.

Only one party .is .recommending rate consolidation in _this_ proceeding....Mr.._Magrud§_;_ 4

recommends that consolidated rates be implemented in the water districts at this time, and that in the -(Mf

18

19

next Arizona-American rate case all other water districts be integatedinto the consolidated rate

structure.24 l

20

21

Staff states that if the Commission wishes to consider rate consolidation, this docket may be

left open for the sole purpose of rate design for consolidation purposes, with the possibility of a

22 consolidation of this docket with a future docket for the purpose of considering consolidating rates of

23 Arizona~American's water districts.242 RUCO states, however, that it would not support reopening

24 thy; docket or the Company's next rate case docket for the purpose of applying a new rate design to

25

26

27

28

:ea id.
m i d .

240 Tr. at 892-97.
*~11 Magruder Brief at 27; see also Magruder Reply Brief at 19-27.
242 S1afT Rep1y Bn`efa1 5.

l
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Juno beau on the web
Page 1 of 1

FOOTNOTE I l l#

uluno
Email on the Web

Print Message | Close

From

To

Subject

Date

Joni.M cG!othlln@amwater.com

jobobaz@cox.net

Cc Joni.McGlothlin@amwater.com, c.ullman@juno,corn, \arry@lwoods.com

AAW MORE ANSWERS

Fri, Jan 16, 2DO9 05:12 PM

Hi Bob,

Here is the second half of the answers to your questions straight from our director of
Operations:

The following is the last piece of information for PORA. The age of our water and
wastewater systems are as follows.

Tubac Water - 1958 and newer
Paradise Valley Water - 1946 and newer
Agua Fria Water - 1970 and newer
Sun City West Water - 1978 and newer
Mohave Water (BHC) - 1964 and newer
Mohave Wastewater - 1985 and newer
Havasu Water - 1970 and newer

*******************************************i**********

Bradley J. Cole .
Director of Operations, Central Arizona
Arizona American Water
15626 n. Del Webb Blvd.
Sun City, Az 85351-1602

http:/lwebmailajuno.com/webmail/new/8?block=l&msgList=00000pW0:0019SI9L00002LwG_._ 1/22/2009

I
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FOOTNOTE 1 2#

Testimony Summarv for Paul G. Townslev:
Page 2

Mr. Towsley also will adopt the pre-filed direct testimony of Christopher C. Buls, as follows:

Arizona-American supports the implementation of an infrastructure improvement
surcharge in the Sun City Water District and a pro forma adjustment for certain assurance fees
related to transferring the Anthem water lease from Del Webb to Arizona-American Water
Company.

II

Sun~City Water has the oldest infrastructure of any of the Company's, and the
infrastructure is at point in the asset life cycle where significant levels of replacement capital
will begin to be invested. The qualifying assets would be limited to replacements of existing
assets, including replacement mains, hydrants, meters (including AMR replacements), services,
tanks and booster stations.

I

\

l
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IN THE MATTER OF THE APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN ARIZONA
CORPORATION, FOR THE DETERMINATION OF THE
CURRENT FAIL VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS RATES
AND CHARGES BASED THEREON FOR UTILITY
SERVICE BY ITS ANTHEM/AGUA FRIA
WASTEWATER DISTRICT AND ITS SUN CITY WEST
WASTE WATER DISTRICT.

4

BEFORE THE ARIZONA CORPORATION con

KRISTIN K. MAYES, Chairman
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP

IN THE MATTER OF THE APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN ARIZONA
CORPORATION, FOR THE DETERMINATION OF THE
CURRENT FAIL VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS RATES
AND CHARGES BASED THEREON FOR UTILITY
SERVICE BY ITS ANTHEM WATER DISTRICT AND ITS
SUN CITY WATER DISTRICT.

Docket No. W-01303A-09-0343

Docket Nos. W-01303A-09-0343

DIRECT TESTIMONY OF

MARSHALL MAGRUDER IN REBUTTAL TO

RATE STRUCTURE AND RATE CONSOLIDATION TESTIMONIES

BY THE COMMISSION STAFF AND ARIZONA-AMERICAN WATER COMPANY

1

2
3 COMMISSIONERS

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

3 MAY 2010

Marshall Magruder, a Santa Cruz County Arizona American Water Tubac Water District

customer, a Party in Dockets W/SW-010303A-08-0227, approved as an Intervenor in these

Rate Design and Consolidation proceedings, submits his direct and rebuttal testimony to the

Commission Staff's Rate Consolidation Proposals and Testimony of 29 March 2010 and the

Arizona-American Water Company Rebuttal Testimony of 7 April 2010.

Herein are proposals based on Commission Staff and AAWC testimonies and concern

a. Rate Consolidation for all water districts and rate categories

b. Rate Consolidation for all sewage water districts

Marshali Magruder

Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the
Commission Staff and Arizona-American Water Company in
Docket Nos. W-01303A-09-0-43 and SW-01303A.090343

page 1 of 66 3 May 2010
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c. Rate Structures designed to provide a lowest rates for lowest consumption users (such

as those on limited incomes) and increasingly higher rates for the highest consumption

users to conserve water throughout Arizona by sending "price signals" to the highest

consuming water users, including residential, businesses and industrial customers.

d. Rate Structures design includes five tiers (reversed inclined blocks), so customers can

"see" and move from one rate to a lower rate more easily, by using less water.

Consolidation of all "Fees and Miscellaneous Charges" into one schedule

Consolidation of the Company's "Rules and Regulations" into a user-friendly document

"Water Demand Side Management (DSM)" programs proposed to include specified

performance measurement objective criteria and goals for all rate categories with

"water" audits, and

h. Establish a Water Leakage program with Incentives and Penalties to reduce all water

losses in all districts.

e.

f.

g,

\

By

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15
16 My conclusions are in best interest for the customers, the Company and the

17 Commission with consolidated rates that implement water conservation measures with steep

18 inverse slope tier blocks with others recommendations herein for consideration and adoption

19 by the Commission.

20 This Testimony used the Company's AZW CONSOL VS program for Schedules H-1 and

21 H-2 herein that can reproduce the same results. A CD-ROM will be provided, if requested,

22 however, there will be a delay due to being on travel through 14 May.

23 I certify this filing has been emailed or mailed to the Commission, Company and parties

38 on the Service List. My e-mail address is provided below.

26 Respectfully submitted go this 8 day Q May 2010

27 MARSHALL MAGRUDER

28

29

30

31

32

33

34

35

Marshall Magruder
PO Box 1267
Tubac, Arizona 85646-1267
(520) 398-8587
marshall@magruder.org

Marshall Magruder

Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the
Commission Staff and Arizona-American Water Company in
Docket Nos. W-01303A-09-0343 and SW-01303A-090343
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15

16 3 MAY 2010
17

18

19

20

21

22

23

24

25

IN THE MATTER

OF THE APPLICATIONS OF

ARIZONA-AMERICAN WATER COMPANY,

AN ARIZONA CORPORATION,

26

27

28

FOR THE DETERMINATION OF THE CURRENT FAIL VALUE OF ITS UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES AND CHARGES BASED THEREON FOR UTILITY SERVICE BY ITS

ANTHEM WATER DISTRICT AND ITS SUN CITY WATER DISTRICT
(ACC Docket No. W-01303A-09-0343)29

30 AND

31

32

FOR THE DETERMINATION OF THE CURRENT FAIL VALUE OF ITS UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES AND CHARGES BASED THEREON FOR UTILITY SERVICE BY ITS
ANTHEM/AGUA FRIA WASTEWATER DISTRICT AND ITS SUN CITY WEST WASTE WATER DISTRICT

(ACC Docket No. SW-01303A-09-0343)33

34

35
Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the

Commission Staff and Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A-090343
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1

2

3 This testimony proposes a new Rate Structure so that total revenue for the Company is

4 reduced by only $514 when all water districts are consolidated. The total residential revenue was

5 reduced by 3% and commercial revenue increased by 13%. A water conservation-oriented Rate

6 Structure with a low and fixed-income "lifeline" rates has been used with the Company's model to

7 meet the total consolidated revenue. The resultant changes to pre-consolidated revenue for the

8 residential and commercial customer classes are

Residential Revenue
decrease 3%
decrease 21%
decrease 8%
decrease 5%
decrease 3%
decrease 8%
increase 3294

Testimony Summary, Conclusions and Recommendations

9

10

11

12

13

14
15 The residential and commercial Consolidated Service Charge is $15.00 for 5/8 and 7/8 inch

16 services and $25.50 for the 1-inch service. The consolidated rates are standard for all rate classes

17 and categories. These water-conservation residential and commercial rates, by tier, are

Sun City
Sun City West
Agua Fria
Anthem
Tubac
Havasu
Paradise Valley

Commercial Revenue
increase 22%
decrease 3%
increase 5%
increase 15%
decrease 10%
insignificant change
increase 29%

18

19

20

21
22 For residential 5/8 and 3/4-inch and 1-inch rate categories, the tier breakpoints are at 4,000,

23 10,000, 20,000, 40,000 and 80,000 gallons. This is for about 90% of the Company's customers.

24 Higher Customer Charge and tier breakpoints are proposed for larger rate categories.

25 Other rate classes, such as private fire and company's exceptions, are essentially as

26 proposed by the Company.

27 A three-year phase-in of all rate changes is proposed any change greater than 10%.

28 Consolidated Sewage Water rates, unchanged from the Company's filings, are proposed.

2g Consolidated Fees and Miscellaneous Charges are proposed.

30 Consolidated and reader-friendly Rules and Regulations are proposed.

31 The creation of a Water Demand Side Management (WDSM) program is proposed.

32 The creation of a Water Leakage program with financial incentives and disincentives for the

33 Company is proposed.

34 All of the above were based on fair and reasonable considerations for both ratepayers and

35 the Company.

Tier 1
Tier 2
Tier 3
Tier 4
Tier 5

$0.8311000 gallons (this is the residential "lifeline" rate for first 4,000 gallons)
$1.90/1000 gallons (the first tier for commercial 1.5-inch and larger rate categories)
$2.96/1000 gallons
$4.50/1000 gallons
$6.00/1000 gallons.

Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the
Commission Staff and Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A-090343
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1

Section 1 - Background of the Issues

1.0 Background from Prior Rate Case.

1.1 Issue 1 - Should Water District Rates Be Consolidated?

Have you considered how the Rate Structure should be focused?

A.

1

2

3
4 Marshall Magruder was an intervenor in the first Arizona-American Water Company (AAWC

5 or Company) rate case in Commission Dockets W/SW-01303A-08-0227 (hereafter The First Rate

6 Case). The background and resume for Marshall Magruder is found in Appendix A of the Magruder

7 Direct Testimony of.9 January 2009 in that case and is not repeated herein.

8 During this First Rate Case, Marshall Magruder proposed that conservation be a significant

g driver for water volumetric rates using a steep inverse slope Rate Structure, with up to ten tiers to

10 make price break points "visible" and "obtainable" so that customers can see the savings by

11 reducing water consumption. These multiple breakpoints are used so a reasonable person could

12 conserve and attain a lower rate, that is respond to clear "price signals". He also stressed that with a

13 low initial volumetric rate, special adjustments for low-income customers and those on fixed-

14 incomes are not necessary. The Rate Structure should be designed so all customers can have an

15 adequate water "life line" water at a lowest cost. This avoids the administrative costs to establish,

16 monitor and advertise a "low-income" rate program, as this would be build into the Rate Structure

17 used by all, e.g., the "life-line" first tier rate. He also proposed that all "fees and miscellaneous

18 charges" be consolidated along with the Company's Rules and Regulations.

19 The resultant Commission Decision and Order No. 71470 (8 December 2009) ordered the

20 Commission Staff and Company propose a rate consolidation testimony and schedules for all the

21 AAWC water and sewage water districts in Arizona.

22

23
24 Q.

25 Yes. In the First Rate Case, the Magruder Testimonies used the Company's own witness

26 and his prior testimonies evidence to support Rate Consolidation. Please see Appendix A for Exhibit

27 MM-1 , for an excerpt from that testimony.

28

29
30 Q. What factors influence Rate Consolidation?

31 A. The factors that should be considered for Rate Consolidation, from the prior Magruder

32 testimony (attached as Exhibit MM-1) in the Last Rate Case, which he fully supports, are as

33 follows:

34

35

1.1.1 Factors that Influence Rate Consolidation.

Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the
Commission Staff and Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A-090343

Marshall Magruder page 9 of 66 3 May 2010



r

J

1 a. The product, water or sewage removal, of the Company's services is the same in all water

2 and sewage water districts.1 The focus on "product" safe delivery or removal should dominate

3 decisions.

4 b. The services provided by the Company are the same in all districts.

5 c. The infrastructure requirements, in terms of engineering standards, are the same in all

6 districts, thus directing that certain engineering and operations must be built into the system.

7 d. The quality of customer water in terms of water purity, public health and safety are the

8 same for all districts.

9 e. The ability to meet customer water and sewage water demands is the same for all districts

10 including adequate backup equipment, storage and tank maintenance.

11 f. The administrative requirements, in terms of meter reading, billing and call centers, are the

12 same for all districts.

13 g. The operations and maintenance requirements are the same for all districts and

14 consolidation smoothes out high swings in rates. Larger operations permit more specialists within

15 the Company that no district could afford.

16 h. The equipment replacement actions use the same standards for replacing equipment that

17 has reached the end of its effective life. This enhances cost sharing and savings due to economies

18 of scale

19 i. The requirements for new customers, due to development and growth, now implemented

20 by the Commission, require all new line extensions and equipment to be funded in advance by the

21 new customers (or developer) and not by existing customers. However, the Company's capital cost

22 for improvements such a new infrastructure needs, a replacement well, larger storage tank, smart

23 meters, expanded call center, are all part of the total Company revenue requirement.

24 j. All districts have non-periodic (and sometimes emergency) major expenses. If passed

25 directly just to the customers that will benefit will cause major increases in customers' rates,

26 however, when there are many customers, these expenses can be most easily absorbed by larger

27 numbers of customers without undue hardship. Many times these are unexpected.

28 k. The interconnection of two districts is not a critical factor as the water systems are not

29 similar to the electrical grid with multiple paths, thus having an interconnection between two such

30 areas has been shown to not have any significant impacts on rates, thus consolidation of non-

31 contiguous districts would be a "nice to have, if possible," if they were contiguous but both the

32 Company and Staff in the First Rate Case agreed that interconnectivity is NOT required for

33 consolidation.

34

35 1 The term "all districts" used herein means all the AAWC water and sewage water districts in Arizona.
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4

8

9

10

11

12

13

14 r. Rate relief timing, which needs rate case-validated company revenue numbers, is critical

15 as all the elements are now in place for this to be accomplished during these proceedings and can

be accomplished without additional delays in the Company's receiving a fair rate of return on its

investment.

1 I. Rate case expenses will be significantly less and Commission work decreased.

2 m. Standardization throughout the company makes it more efficient in terms of chemicals

3 used, tests, personnel training, monitoring, and leak management techniques.

4 n. Rate stability and rate swings are greatly reduced by consolidation.

5 o. Rate "shock" events will be reduced after consolidation, maybe going into history.

6 p, Public and political consternation will be reduced in the future after rates are consolidated.

7 This company presently has a terrible reputation by its customers, mostly because of the extremely

high rate changes requested in its rate cases. Personally, l doubt if it could be worse, so concerns

about "consternation" are understandable but in reality mute. Therefore, since consolidation will

"smooth out" and "equalize" the high cost peaks and valleys ratepayers now perceive, there could

be no better time than the present to consolidate from this view point.

q, The total revenue for the Company must remain revenue neutral before and after Rate

Consolidation.

1.1.2 Benefits of Rate Consolidation.

16

17

18 s. Public outreach and education is essential prior to implementation, as many do not

19 understand the issues.

20 t. Number of breakpoints and tiers assists water conservation for all rate categories. This is

21 discussed in detail in Issue 2 below).

22 u. Residential and small commercial water rates can be identical as many small businesses

23 are similar to homes with respect to water consumption.

24 v. Phase in-plans for Rate Consolidation can use a Rate Structure design to short-term cost

25 impacts for lowest using consumers while higher consuming users develop conservation methods to

26 reduce cost. This factor permits Rate Consolidation and Rate Structure design to reduce the

27 differences in rates in various districts using price signals to smooth out these differences.

28

29

30 Q.

31 A. Considering the above factors have lead to many benefits for the Company, Customers and

32 Commission, including providing the same benefits as today and the same benefits for "all"

33 customers in all water districts. As shown in Table 1 below, these benefits are summarized:

34

35

What are the benefits Associated with Rate Consolidation?
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Product Same for all Same for all Same for all
Services Same for all Same for all Same for all
Infrastructure requirements Same for all Same for all Same for all
Water quality Same for all Same for all Same for all
Meet customer demands Same for all Same for all Same for all
Administrative requirements Same for all Easier to administer Same for all
Operations and Maintenance Same for all Easier to manage Same for all
Equipment replacements Same for all Same for all Same for all
New customer costs No rate impacts New customer pays Same for all
Major non-periodic expenses Same for all Same for all Same for all
Interconnections Not required Not required Not necessary
Rate case expenses Customers save Company saves Significantly less work
Standardization Same for all Fewer procedures Easier to regulate
Rate Stability and Swings Less future changes Less future changes Less future changes

Rate "shock"
Few, if any, future rate

shock events
Permits gradualism
instead of "shock"

Uses gradualism instead
of "shock"

Public and Political
Consternation

Already happened, to
reduce after consolidation

After consolidation, future
changes are smaller

Less complaints, after
consolidation

Impact on Company revenue No impact No impact No impact

Rate Relief Timing Now is best time for all
districts

Company's revenue
needs can be met

Reduced future rate case
efforts

Public Outreach and
Education

Many customers have
incorrect ideas about their

rates

Company has held
conducted and education

campaign

Commission benefits by
reducing number of water

utility complaints

Number of Breakpoints and
Tiers

Provides more Price
Signals, reduces bills for

conservation

Allows customers to "see"
impacts of conservation

Should aid in conserving
water

Residential and Small
Commercial rates the same

Due to similarity in size and
function, gives businesses
ability to conserve with less

usage

Fewer tariffs to implement
Less computations during

audits

Phase In Plans Multi-year plan to reduces
impact

No impact if revenue
neutral Implements gradualism

1.1.3 Cost for Rate Consolidation.

What are the costs Associated with Rate Consolidation?Q.

A. Each of them above rate consolidation factors might have a "cost" to the customers,

the Company and the Commission. As shown in Table 2 the "costs" are summarized.

Table 2 - Customer, Company and Com mission Costs Associated with the
Factors Considered R te Consolidation

Product Same for all Same for all Same for all
Services Same for all Same for all Same for all
Infrastructure requirements Same for all Same for all Same for all

Water quality Same for all Same for all, centralized
labs Same for all

Cost For the Commission

I

I
I

Benefit For the Customer For the Company For the Commission

I

I

I

l
l

1

14

1

1

1

1~

1

1~

1

1

1

2

2

2

2

24

25

26

27

28

29

313

3:

8
3,

Cb

For the Customer For the Company
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Meet customer demands Same for all Same for all Same for all

Administrative requirements Same for all Less unique
administration Same for all

Operations and Maintenance Same for all More specialists Same for all
Equipment replacements Same for all Larger order quantities Same for all
New customer costs No rate impacts New customer pays Same for all
Major non-periodic expenses Same for all Same for all Same for all
interconnections Not required Not required Not necessary
Rate case expenses Customers save Company saves Significantly less work
Standardization Same for all Fewer procedures Easier to regulate

Rate Stability and Swings Smaller rate swings and
changes

Better financial
management

Smaller future changes

Rate "shock"
Company can't have a

worst reputation, thus future
is better

Less a future concern
with smoother, gradual

changes

Smaller future rate
changes

Public and Political
Consternation

Getting through
consolidation is when public

complains

Excessive complaints
until longer-term benefits

are obvious

Present complaints are
short-term due smoother

future rates
Impact on Company revenue No impact No impact No impact

Rate Relief Timing Future costs to be higher Reduces Company
losses

Lower future rate case
costs

Public Outreach and Public
Outreach and Education

Needs time to learn about
Customers need to learn

the basis of Rate Structure

Cost of mailers and
Should conduct

educational meetings

No direct costs but better
understanding reduces
complains

Number of Breakpoints and
Tiers

Increased costs for higher
consumption

Allows customers to
"see" impacts of

conservation

Aids in implementing a
Water DSM program

Residential and Small
Commercial rates the same

May increase costs if high
consumption

Charges greatest users
the most

Eases computations
during audits

Phase In Plans
Flash-cut increases

immediate impact on
ratepayers

No impact if revenue
neutral

Reduces rate shock, uses
gradualism

A• 4ISSI n OS S SSOCI
te Consolidation

For the CompanyCost For the Customer For the Commission
I
\

4

|.

l

1.1.4 Service Charge Issues.

I

s

1(
1,

1:

1:
1-
11

14

1'.

12

is

21

2.

2:

2 ;

24 All of these issues are discussed in greater detail in Magruder Exhibits MM-1 and MM-2 in

25 Attachment A below. These Magruder Exhibits are excerpts from his Reply Brief in the First Rate

26 Case.

27 The sum of a monthly fixed customer service charge and a variable charge based on the

28 quantity of water used determine the customer monthly water bill, before and company

29 miscellaneous fees and charges. These two elements of customer rates are discussed in 1.1 .4 and

30 1.1 .5 below. The various fees and taxes also leaved on this bill and other non-company fees are not

31 a part of this proceeding.

32

33

34

35

What are the Service Charge issues?
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v

1.1.5 Water Volumetric Rate Issues.

What are the Volumetric Rate issues?

1 In the past fifteen years, the Company has acquired the districts involved in this matter.

2 Many were from the Citizens Utilities Company that sold these assets when it changed focus to a

3 communications-only company. The resultant condition of these districts varied, some needed more

4 infrastructure work than others, the ages of the districts varies, however, the benefits of

5 consolidation need further discussion than summarized above.

6 The Cost of Service (COS) is one element determined in a rate case and is reflected in as a

7 fixed monthly customer Service Charge. The company's target for 5/8"1 inch service charge is

8 $14.86 in its Version 2.0 software program, however, $16.97 was proposed in its Rebuttal. The

9 primary purpose of the Service Charge is to fund the infrastructure, administration and

10 administrative expenses to always deliver safe water to its customs. In general, these are fixed

11 costs and usually described as the "meter" fee just to be able to receive water.

12

13

14

15 The second component for rates is a volumetric water charge based on the quantity of water

16 used. This is the ratepayer's "cost of water" or COW and varies based on how much water the

17 customer consumes in a month. The customer's meter reads the volume of water that passes by

18 the meter since the prior reading, and this "volume" of water (with some standard and approved

19 corrective factors used to normalize the readings) is then multiplied by the designated volumetric

20 rate (in dollars per 1,000 cubic feet of water) for the monthly COW charged to the customer. The

21 development of a Rate Structure, see Issue 3 below, is how the COW varies by customer class

22 (such as residential, business/commercial, and others), customer category within the class based

23 on size of water pipe connected to the meter, and total volume of water consumed in the monthly

24 reading.

25

26

27 Q.

28 A. Simply, for a specific customer class and customer category, the Customer Charge is then

29 added to the Cost of Water to determine a customer's Water Bill. The Cost of Water uses corrected

30 volume-consumed times the structure of rates for the total volume consumed.

31

32

33

34

35

1.1.6 Computation of a Customer's Water Bill.

How is the Total Customer cost for water computed?
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Issue 2- Should Rate Structures Be Conservation Oriented?

Have you considered how the Rate Structure should be focused?

1.2.1 Factors that Influence Rate Structure.

1 1.2

2 Q.

3 A. Yes. In the First Rate Case, the Magruder used the Company's own witness Mr. Hebert and

4 his prior testimonies evidence to support Rate Structure. Please see Appendix A for Exhibit MM-2,

5 for an excerpt from that testimony.

6

7

8 Q.

9 A. The factors that should be considered for the design of the Rate Structure are similar to

10 those for Rate Consolidation, however, the Rate Structure needs careful consideration, as this is

11 how changes in rates directly impact the customers. It is important to note that the Total Revenue

12 not change when proposing any Rate Structure. The Total Revenue raised from the customers must

13 equal the Commission-determined Total Revenue allowed from a rate case.

14 In summary, many different Rate Structures can be designed to equal the desired Total

15 Revenue requirements, as this structure determines which customer classes, customer categories

16 and volumetric costs to achieve the total revenue allowed.

17 The cost impact on each customer needs to be the primary consideration when design the

18 Rate Structure. In order to achieve the Total Revenue, the following factors should be considered

19 for Rate Structures that differ from those involved in Rate Consolidation in 1.1 above.

20 a. The balance between revenue from the residential, business and other unique or

21 specialized customer classes such as for private fire companies, irrigation, and other purposes.

22 b. The balance between revenue raised from each customer category (usually the size of

23 the pipe) within a customer class is very dependent on the number of customers in that category

24 and this will have significant impacts on the total revenue for a customer class.

25 c. The revenue versus costs for miscellaneous charges and fees should be revenue neutral

26 as discussed in more detail in 1.5 in Issue 5 below. These should not influence the design of Rate

27 Structure.

28 d. The revenue versus capital costs for new residential developments or new customers,

29 including line extensions, should also be revenue neutral, thus these costs should not influence

30 Rate Structure design but may impact the total revenue requirements.

31 e. Rate Structure design should "gradually" [e.g., using gradualism] introduce rate changes

32 to customers and significant rate changes, called "rate shock" should be avoided if at all possible.

33 The long-term impacts from Rate Consolidation will reduce future rate shock, however, in order to

34 initially achieve Rate Consolidation, due to the major differences in the existing rates, carefully

35

What factors influence the Design of the Rate Structure?

designing the Rate Structure can be used to reduce the one-time impact of Rate Consolidation.
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i. Number of breakpoints and tiers are designed to assist in water conservation for both

residential and commercial rate classes. This will be discussed in greater depth in Section 3 below.

j. Residential and small commercial rate classes can be designed to common, as many

small businesses are similar to homes with respect to water consumption. Many small businesses

are "Mom and Pop" stores, and the same conservation processes can apply to both.

k. Phase in-plans for Rate Consolidation can use a Rate Structure design to short-term cost

impacts for lowest using consumers while higher consuming users develop conservation methods to

reduce cost.

I. For those who live in communities under local administration, such as by a homeowner's

association (HOA), the water conservation "price signals" from the Rate Structure will impact all in

the community. Since all in the community usually are customers of the local water company, then

rate changes that influence community decisions, such as irrigation and "green lawn" requirements

may have to change if the price signal is beyond the affordability capabilities of the HOA.

m. For businesses that have high water consumption volumes, such as a restaurant,

commercial swimming pool, private fire district, or golf course, either a unique rate category needs

to be developed for that group of customer. The resultant unique rate category or special rate must

be integrated into the overall Rate Structure when determining the Total Revenue for the Company.

1 f. Public opinion needs to be considered when changing the Rate Structure.

2 g, Low-income customers and those on "fixed" income need to be considered when

3 designing the residential Rate Structure. If "life line", or very low rates are used for the first several

4 thousand gallons consumed, then these two customers types should be able to have low rates

5 within the designed Rate Structure and not having a special, low or "fixed" income rate category or

6 an adjustment.

7 h. The total revenue for the Company must remain revenue neutral in the Rate Structure

8 design.

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Q.

A. Arizona, like the rest of the Western United States, is water poor. At the present overdraft of

the state's aquifers and the state's position in the Colorado River Compact, the water resources in

our state cannot sustain consumption at the present rate. Water conservation should be a driver in

designing the Rate Structure by having the lowest "rates" for those who consume the least volume

of water and much higher rates for those who consume the greatest volume of water. This will send

a clear "price signal" to the highest water consumers and lowering their monthly water will require a

1.2.2 The Influence of Water Conservation on Design of the Rate Structure.

Why is Water Conservation as design factor for Rate Structures?

change in their water consumption.
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Balance of revenue from
Customer Classes

Used to shift costs between
classes

No direct impact Fair and Reasonable
considerations

Balance of revenue within a
Rate Catego

Used to shift costs within a Rate
Category, used for "lifeline rates"

No direct impact Fair and Reasonable
considerations

Revenue from Miscellaneous
charges and fees

Revenue neutral No direct impact Fair and Reasonable
considerations

New Development Capital
costs

Should be born by the developer
not existing customers

Negotiation costs with
developers

Should review to
determine if prudent

Gradualism Reduces rate shock Fewer complaints Preferred approach

For the Commission

2 By Miles H. Kinder, Rate Analyst, AAWC, dated 8 March 2010.
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1 The study in the Company's Rebuttal of 7 April 2010, "Arizona-American Water Company's

2 Anthem Water District: The Effect of Tiered Water Rates on Water Consumption"2 shows that price

signals in the Tier Design produced a 5% lower consumption in this study.

Q.

A.

1.2.3 Influence of Low and Fixed-Income Customers on the Design of the Rate Structure.

Can a Rate Structure design account low-income and fixed-income customers?

Most definitely, yes.

In the Last Rate Case, a Company's witness stated that a person only needs a minimum of

about 300 gallons a month to live, and in my opinion, with a minimal quality of life. For all residential

rate categories, increasing this by at least and order of magnitude so that the first 4,000 gallons

consumed per month has a very low cost to all customers.

In fact, due to this low cost, all other customers in each rate category will be both benefiting

and subsidizing these first 4,000 gallons.

As proposed in Section 2 below, this will be a "lifeline rate." This lifeline rate is available in all

residential rates categories.

Q.

A.

1.2.4 The Benefits from a Responsive Design of the Rate Structure.

What are the benefits associated with the Design of Rate Structure?

Considering the above factors and considerations, have lead to many benefits for the

Company, Customers and Commission, including providing the same benefits as today and the

same benefits for rate classes and rate categories of customers. Table 3 below summarizes the

benefits by using the above factors and considerations:

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

21

21

2.

21

2.

24

2-

31

3

32

33

34

35

Benefit For the Customer For the Company



Public Opinion
Provides feedback to the

company and Commission

Used to allocate
revenue to classes

and categories

Fair and Reasonable
considerations

Low and Fixed-income Rates Very low "Life Line" rates for first
residential rate category.

Fair and Reasonable
design

Fair and Reasonable
considerations

Total Revenue
Total customer costs to equal

total revenue

Requires Total
Revenue from

customers

Fair and Reasonable
considerations

Breakpoints and tiers

Designed to allow customers to
achieve lower rates through

conservation which needs many
tiers AND noticeable changes

between rates for each rate tier

Used to allocate
revenue within a rate

category

Fair and Reasonable
considerations

Balance of revenue from
Customer Classes

Used to shift costs between
classes

No direct impact as
long as Total Revenue

is not changed

Fair and Reasonable
considerations

Phase-in Rate Changes
Spreads out cost over several

years, reduced rate shock

No direct impact as
long as Total Revenue

is not changed

Fair and Reasonable
considerations

Home Owners Association
Requirements

May cause excessive water use No direct impact Fair and Reasonable
considerations

Unique Rate Classes
To benefit a unique customer

requirement
Permits flexibility in

decision making
Fair and Reasonable

considerations

Dyv 1 | • •I d

Considerations for the Rate
For the Customer

A I wo l a  e
structure Design

For the Company

Balance of revenue from
Customer Classes

Some to have higher or lower
rates No direct impact

Fair and Reasonable
considerations

Balance of revenue within a
Rate Category

Can provide "lifeline" rate, some
with higher/lower rates

No direct impact
Fair and Reasonable

considerations
Revenue from
Miscellaneous charges and
fees

Standard charges applied to all
customers

Easier to administer Fair and Reasonable
considerations

New Development Capital
costs

Present customers don't pay
costs for future customers

Negotiations required
for contracts

Fair and Reasonable
considerations

Balance of revenue from
Customer Classes

Some to have higher or lower
rates No direct impact

Fair and Reasonable
considerations

Rate Structure promotes
Gradualism

Some to have higher or lower
rates

No direct impact Fair and Reasonable
considerations

Public Opinion Higher costs upset customers Complaints need to be Commission must show

For the Customer

Benefit For the Commission

19 1.2.5 Cost Impacts to Consider for the Design of the Rate Structure.

What are the costs Associated with Rate Structure Design?Q.

A. Each of them above rate consolidation factors might have a "cost" to the customers,

the Company and the Commission. As shown in Table 4 the "costs" are summarized.

Cost For the Company For the Commission
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managed it is Fair and
Reasonable

considerations

Low and Fixed-income
Rates

Same for all residential
customers, but higher usage

customers will pay
No direct impact Fair and Reasonable

considerations

Total Revenue
Total customer costs to equal

total revenue
Requires Total
Revenue from

customers

Fair and Reasonable
considerations

Breakpoints and tiers
Decreases costs for lowest

consumption and increased costs
for highest consumption

Reduced costs with
standard tiers

Fair and Reasonable
considerations

Balance of revenue from
Customer Classes

Some customer classes with
higher and others with lower rates

No direct impact as
long as Total Revenue

is not changed

Fair and Reasonable
considerations

Phase-in Rate Changes
Some whose rates are being

reduced have to wait
No direct impact as

long as Total Revenue
is not changed

Fair and Reasonable
considerations

Home Owners Association
Requirements

Can penalize homeowners No direct impact Fair and Reasonable
considerations

Unique Rate Classes Unique customers must pay fair
and reasonable rates Negotiation expenses Fair and Reasonable

considerations

Total Revenue Total customer costs to equal total
revenue

Requires Total
Revenue from

customers

Fair and Reasonable
considerations

Breakpoints and tiers
Decreases costs for lowest

consumption and increased costs
for highest consumption

Reduced costs with
standard tiers

Fair and Reasonable
considerations

Balance of revenue from
Customer Classes

Some customer classes with
higher and others with lower rates

No direct impact as
long as Total Revenue

is not changed

Fair and Reasonable
considerations

Phase-in Rate Changes Some whose rates are being
reduced have to wait

No direct impact as
long as Total Revenue

is not changed

Fair and Reasonable
considerations

Home Owners Association
Requirements Can penalize homeowners No direct impact Fair and Reasonable

considerations

Unique Rate Classes Unique customers must pay fair
and reasonable rates Negotiation expenses Fair and Reasonable

considerations

For the .CommissionCost For the Customer For the Company
I
\

4

4

(

I

1.2.6 Tier Design Issues

Q. What are design issues involving the selection of Tiers in the Rate Structure?

I

s

1(
1 .

1:

1:

14

1:

1(

11

LE

is

2(

2»

2:

2:

24

2E

8

27

28

29

30

31

32

33

34

35

A. Tier design is the most critical element when designing the Rate Structures for residential

and commercial rate categories. The end result for a rate category needs to include the

a. Number of tiers,

b. Tier width in terms of thousands of gallons (legals), and

c. Fair and Reasonable rate set for the tier.

i

Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the
Commission Staff and Arizona-American Water Company in Docket Nos. W-01303A-09-0-43 and SW-01303A-090343

Marshall Magruder page 19 of 66 3 May2010



1 The number of tiers needs to look at the number of customers at each legal of consumption

2 in the rate category. Due to the Poisson probability distributions found with customer consumption

3 patterns, the customer median consumption is lower than that for the mean (average consumption).

4 This leads to requiring at least one or more small tier widths before the median customer, and then

increasing tier width when beyond the mean customer consumption.

By increasing the number of tiers, a customer should be able to see how much consumption

needs to be reduced to lower the volumetric charge. In this party's opinion, having up to ten tiers

available could greatly assist in improving this visibility.

An important concern is providing in the First Residential Tier a very low rate and adequate

tier width so that adequate water is available at a low cost for low and fixed-income customers. If

this same First Residential Tier is used for all residential customer categories, then the higher tiers

will have to have a higher rate to compensate if the First Tier very low rate so the Company's Total

Revenue is achieved in design of the Rate Structure.

1.2.1 Sewage Water Rate Structure Issues

Q. How do you see the design for Sewage Water Rate Structure?

A.

1.3

Q.

Issue 3 - Should Sewage Water District Rates Be Consolidated?

Should Sewage Water District Rates Be Consolidated?

A. Based on the factors involved in rate consolidation, the benefits and costs, from 1.1 above,

this appears to be obviously a good solution. Unfortunately, this Party has minimal experience in

additional factors that influence Sewage Water issues, Magruder will adopt the Sewage Water

Rates in the Company's Rebuttal.

Issue 4 - Should All Fees and Miscellaneous Charges Be Consolidated?

How are these fees and miscellaneous charges now scheduled?

A separate schedule for these fees and charges exists for each water and sewage water

district. The are variations in the fee or charge for the same event which appears to have remained

for many years, sometimes a fee or charge from a prior owner is the cause of this difference.

5

6

7

8

9

10

11

12

13

14

15

16
17 This is another complex issue. I concur with the Company's comments concerning sewage

18 water Rate Structure and adopting that proposed by the Company.

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

3 The Magruder Testimony in the Last Rate Case erroneously referred to a XI (Chi) squared distribution,
however, after discussions with a small water utility manager (also a PhD in astrophysics), I was convinced
that a Poison Probability Distribution function was a better fit.
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1 This issue was presented in the Last Rate Case and deferred to this consolidation case and

2 is discussed in greater detail in Exhibit MM-1, in 4.2.4, "Consolidation of Miscellaneous Charges

3 and Fees."

4
5 Q.

6
7 No, therefore these fees and charges should be consolidated into one schedule for water

8 and sewage water.

Is there any justification for not consolidating the various fees and miscellaneous

charges?

A.

Issue 5 - Should the Rules and Regulations Be Consolidated?

How are the Company's Rules and Regulations organized?

9
10 1.5

11 Q.

12 Each water and sewage water district has its own Rules and Regulations (R8 Rs), many not

13 appearing to be similar to others. A Consolidated R&Rs facilitates both customer understanding

14 and Company operations by reducing the volume of redundant and conflicting rules and regulations.

15 A generic set of R&Rs should be used throughout all districts and a district specific supplement to

cove the unique differences.

The consolidation of R&Rs was discussed in the Last Rate Case and deferred to the present

A.

Should the R&Rs be consolidated?

In my opinion, yes to improve efficiency and quality performance by the Company and easier

understanding by its customers.

Issue G - Should a Water Demand Side Management (WDSM) Program Be Established?

What is a Water Demand Side Management program?

16

17
18 case.

l g Q.

20 A.

21

22
23 1.6

24 Q.

25 Using the analogies from both the electricity and natural gas utilities, these would be

26 programs whereby customer demands for water are permanently reduced by a change in equipment

27 or procedures. Such a WDSM program would compensate the Company for its part using the same

28 process now being used by the Commission for these other two utilities.

A.

29 Q.

30 A. Frankly, I made up this kind of program, however, it is a realistic way to reduce water

31 consumption. Here are a few examples:

32 a. Providing a pool cover mechanism to reduce evaporation and water loss from a pool.

33 b. Providing incentives for purchasing a dish or clothes washer that used significantly less

32 than the model now being used by a customer.

What are some examples of a Water Demand Side Management program?
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c. Providing incentives for a car wash facility to recycle water.

d. Replacing the showerheads in a school's shower room with low-flow versions.

e. Providing low-water trees for customers that replace trees that consume lots of water.

f. Working with gardeners to set drip irrigation timers to optimize water usage.

Each of the WDSM programs would need to be submitted to the Commission for approval

prior to implementation. Further, upon approval, a small "adjustor" would be added to customer's

bills to fund these programs.

Obviously, any WDSM program will lose expected revenue for the Company. This avoided

cost will need to be factored into the Company's compensation based on measured performance

results for implementing such a program.

Issue 7 - Should Water Loss Be An Incentive or Disincentive?

Why is water loss a concern?

Are there any programs to incentivize lowering Water Loss?

A.

1

2

3

4

5

6

7

8

g

10

11

12 1.7

13 Q.

14 A. In general, the Commission seems to be of the opinion that when the total water loss by a

15 water utility is considered excessive when exceeding 10%. This results in a goal not to exceed a

16 10% wastage factor. It is this party's opinion that NO water losses are beneficial to the Company or

17 the customers. Just like transmission (energy) losses in the electricity industry, water losses are

18 also charged to the customers with higher costs that include a product not used but wasted in the

19 delivery process.

20
21 Q.

22 To the best of the knowledge of this party, none are known to exist at this Commission and

23 probably very few are elsewhere.

24 At present, the implementation of "smart meters" is providing the Company the capacity to

25 actually understand the actual real-time customer demands and the ability to monitor water flow in

26 ways not dreamed of a decade ago. Using this technology and other innovative processes, the ,

27 Company should be able to monitor its system much closer, in particular, to determine if there are

28 water leaks in its mains or other parts of its system. This could be the basis for creating a Water

2g Loss Management program.

30

31

32

33

34

35

Q.

A. Yes, if a target water loss Goal is set with the Commission with agreement by the Company,

and this goal is not obtained, then the agreement's disincentives should be exercised.

Should a Water Loss Management Program have disincentives?
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Section 2 - Proposals Concerning the Issues in this Matter

Resolution of the Issues

How were Rates Consolidated in this proposal?

First, the total revenue water districts were consolidated and then reallocated to customer

Issue No. 1 - Proposed Water District Rate Consolidation

How did you consolidate the water district revenues?

1

2

3 2.0

4 Q.
5 A.

6 classes as shown for Issue No. 1. Based on these revenue reallocations, changes to Service

7 Charges, and rate tiers designed into the Rate Structure, then rates are determined for each

8 customer category for Issue No. 2.

9 Second, the sewage water consolidated rates proposed by the Company are adopted for

10 Issue No. 3.

11 Third, revenue-neutral Fees and Miscellaneous charges are consolidated in Issue No. 4.

12 Fourth, the Company's Rules and Regulations are consolidated to be user-friendly for

13 Issue No. 5.

14 Fifth, the Company is requested to propose a Water Demand Side Management (WSDM)

15 program as a way to provide incentives for customers to reduce water demands in Issue No. 6.

16 Sixth, the Company is requested to propose a program with financial incentives and

17 disincentives to reduce water losses for each water district for Issue No. 7.
18

19 2.1
20 Q.

21 A. Based on the First Rate Case and use of the Company's Water Model, version 3, it as

22 possible to use the factors and considerations for Rate Consolidation in the design of Rate

23 Structures for the water districts that reduce the total rate changes impact.

24 It was decided to consolidate the total revenue requirements for all water districts based on

25 the Company's evidence and experiences above and also as summarized in Exhibit MM-1.

26 Second, due to the significant differences in Rate Structures for the water districts,

27 consolidation is impossible without a major redesigning the Rate Structure.

28 Based on this decision, then a resultant Rate Structure would be necessary that was both

29 fair and reasonable. See 2.2 for the resultant steps to design a new Rate Structure for the

30 consolidated water districts.

31 Because this is a "one-time" adjustment to consolidate rates, the uses of changes in the

32 Rate Structure are used to reduce "rate shock" impacts.
33
34 2.1.1

35

Proposed Total Revenue for Consolidated Rates by Customer Class.

Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the
Commission Staff and Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A-090343

Marshall Magruder page 23 of 66 3 May 2010



1

2

3 A. From the customer's view, the design of the Rate Structure has the most impact, because

4 the overall Total Revenue has been determined to be "fair and reasonable" by the Commission.

5 How this impact each customer class and rate category involves considerations and factors

6 previously presented above in Table 1 to Table 4.

7 First, due to the potential high degree of rate shock, especially for the vast majority of

8 customers, that is those in the residential rate class, it was determined that a reduction in revenue

9 from the residential class could provide enough elasticity to attempt to design fair and reasonable

rates.

Q. What changes are made to the revenue allocations for the residential and

commercial customer classes?

Rates

Rate Class Target Revenue Difference

(1,573,002)Residential (a)
Commercial
OPA (b)
Sale For Resale (c)
Misc- Non-Potable
Private Fire

1,595,838
85,359

2,031

177,268
Total

Table 5 - Summary of Consolidated Water
Revenue from

Consolidated Rates
55,895,800
14,362,261

290,552
297,189

2,053,233
632,214

73,531,246

57,468,802
12,766,423

205,193
295,151

2,341,241
454,946

73,531,762

(288,009)

(514)

(a) Includes Multi-family - rates are not consolidated.
(b) OPA in Aqua Fria (State Prison) and in Mohave consolidated to Commercial rates.
(c) Includes Peoria Public InteiTuptible in Sun City, Pl Surprise and Water Contract in Agua Fria

Third, this analysis used the same assumptions found in notes (a) to (c) to the above Table

and other changes were not made in the other rate classes other than raising the fire hydrant fee

from $10 to $12 to conform to higher rates found in other companies' tariffs. The other revenue

changes for these rate classes were previously in the model and carried forward in this analysis.

Fourth, the "Total Revenue" results are shown in proposed Schedule H-1 that has the

present, non-consolidated, and consolidated revenue impacts from the design used for the new

Rate Structure.

10

11 Second, after many model iterations, by decreasing the overall revenue for the residential

12 rate class about $1 .5 million or 3% and increasing the overall revenue for the commercial rate

13 class by about the same $1 .5 million or 13%, then it was possible to minimize the vary large

14 swings in rate changes for each water district. As shown in Table 5 below, from the Schedule H-1

15 we see in the below summary of consolidated water rates the proposed revenue changes. The

16 result of the proposed Rate Structure was $514 less than the Target Total Revenue for the

17 Company.

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35
2.1.2 Proposed Consolidated Revenue Allocations to Water Districts.
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e

What were the results of allocating the Total Revenue to Water Districts?

iterations of the model, for the consolidated revenue for the residential and commercial customer

Table 6 - Consolidated Revenue Changes fr
for Residential and Commercial Rate Class

Residential

om Present Revenue
es by Water District

Commercial
Revenue

8

10

Increase 22%
Decrease 3%
Increase 5%
Increase 15%
Decrease 10%
Insignificant
Increase 29%

Sun City
Sun City West
Agua Fria
Anthem
Tubac
Havasu
Paradise Valley 32%

1 Q.

2 A. These revenues are changed from the present to the proposed revenues after many

3

4 classes is shown in Table 6 below:

5

6
7 Wafer District Revenue

Decrease 3%
Decrease 21%

9 Decrease 8%
Decrease 5%
Decrease 3%

11 Decrease 8%
12 increase

13 2.1.3
14 Q_

15 A. This schedule has several tables in Table 7 that follows. First, the present revenue for

16 each rate class is and water district shown a second table shows the Revenue Proposed Rates -

17 Non-consolidated revenue requirements, again by rate class and water district. The third table

18 shows the Revenue Proposed Rates - Consolidated by rate class and water district. A fourth table

19 shows the Increase or Decrease for each rate class and water district in terms of dollars and

20 percent change.

21 The model refers to this as Schedule H-1. The proposed Schedule H-1 for revenue is with

22 $514 of the present revenue for each rate class is in Table 7 below.

23 In addition to the most common Residential and Commercial rate classes, the others are

24 ones the Company also has proposed as unique rate classes. This party concurs with that

25 assignment.
26

27

28

29

30

31

32

33

34

35

Proposed Consolidated Rates - Allocated Total Revenue Requirements.

What does Schedule H-1 Report?
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1 Table 7

ARIZONA AMERICAN WATER COMPANY
CONSOLIDATED RATES l PRESENT AND PROPOSED REVENUE

Schedule H-1

Rate Class Revenue - Present Rates
Agua Fria
16,698,300

PV Total
50,101,189

Sun City
7,456,182

Anthem Tubac

5,279,103 429,394

967,874 111,484

Havasu
1,192,810

190,594

7,108,793

1,439,034

SCW

8,001,995

1,182,211

M ohave
3,928,553

951,785

176,554

1,954,299

21,806
33,843

Residential*

Commercial
OPA
Sale For Resale

Misc- Non Potable
Private Fire
Total

46,450
9,130,231

67,996
9,258,268

4,532,525

s,as2
117,062
427,339
120,726

21,902,185

71,929
834,977
86,395

1,240,279 606,878
26,119

5,083,012 1,383,464
7,648

9,126,389

11,395,872

205,193
222,917

1,450,798
355,335

63,731,304

Revenue Non-Consolidated
Sun City
9,524,350
1,837,976

SCW
8,007,995
1,182,277

e Proposed Rates -
Anthem Tubac

10,578,548 429,394
1,939,483 111,484

Mohave
3,928,553

951,785

176,554

Havasu
1,192,870

190,594

PV
7,108,793

1,954,299
21,806
33,843

Residential*
Commercial
OPA
Sale For Resale

Misc- Non-Potable
Private Fire
Total

59,333
11,662,502

67,996
9,258,268

Agua Fr ia
16,698,300

4,532,525

6,832
117,062
427,339
120,726

21,902,785

144,146
1,673,165

173,123
14,508,466 606,878

26,119
5,083,012 1,383,464

7,648
9,126,389

Total
57,468,802
12,766,423

205,193
295,157

2,341,241
454,946

73,531,762

Revenue Proposed
Anthem

Rates - Consolidates - Step 1
PVSun City

9,143,065
2,240,452

SCW
6,340,549

1,146,007

10,100,266

2,235,148

Tubac
416,800

160,609

M ohave
3,998,932

1,117,915
238,753

H avas u
1,101,098

185,614
9,394,138

2,518,587
40,728
35,874

Residential (a)
Commercial
OPA (b)
Sale For Resale (c)

Misc- Non-Potable
Private Fire
Total

114,452
11,970,244

144,146
1,189,440

12,150
13,741,150

-5%

91,544
5,447,144

57,326
12,046,653

T otal
55,895,800

14,362,261
290,552
291,189

2,053,233
632,214

73,531,248
12,950

7,559,506

-18%

Agua Fria
15,400,953

4,151,929
11,011

117,062
391,623
223,792

20,902,430

-5%

511,408

-5%

1,286,712

-7% 32%

(1,297,347)
-8%

(478,282)
-5%

(12,594)
-3%

70,379
2%

(91,772)
-8%

2,285,345
32%

(1,573,002)
-3%

225,404
5%

295,665
15° /o

(16,875)
-10%

166,130
17%

(4,980)
-3%

564,288
29%

1,595,838
13%

0%
4,239
62% 0% 0%

62,199
35% 0%

18,922
87%

85,359
42%

2,031 2,031
0% 0% 0% 0% 0% 6%

(35,716)
-8%

(483,725)
-29% 0% 0% 0%

(288,009)
-12%

Residential  Increased(Decrease)
$ Amount (381,285) (1,661,445)
Percentage -4% -21 %

Commercial  Increased(Decrease)
$ Amount 402,476 (36,270)
Percentage 22% -3%

OPA Increase/(Decrease)
$ Amount -
Percentage 0%

SFR Increased(Decrease)
$ Amount - -
Percentage 0% 0%

Misc - Non-Potable Increase/(Decrease)
$ Amount 231 ,433 -
Percentage 96% 0%

Private Fi re Increase/ (Decrease)
$ Amount 55,119 4,954
Percentage 93% 7%

32

103,066
85%

(100,973)
-58% 0%

65,425
259% 0%

49,678
650%

177,268
39%

For (a), (b), and (c), see Table 5.

33

34

35
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Issue No. 2 - Proposed Conservation-Oriented Water Rate Struetures.

The design of the Rate Structure required much iteration with the Company's model.

1
2 2.2

3

4 2.2.1

5 Q.

6 A. First, consolidated rates must have the same total revenue as the present rates. This is

7 was determined in 2.1 above, however, it was the design of the Rate Structure that caused

8 changes in the proposed Revenue requirements.

9 Second, the resultant Rate Structure design used the factors and considerations in 1.2 and

10 Tables 1 to 4 above.

Proposed Rate Structure meets the Total Revenue Requirements.

How were the Rate Structures for the Customer Rate Categories determined?

Proposed Low-income and Fixed-income "Lifeline" Rates.

How were the Lifeline Rates determined?

During model iterations, the First Tier rate was made as low as possible to meet the total

revenue requirements.

The Lifeline rate is $0.83 per 1,000 gallons for the first 4.000 gallons, or $3.32 plus

the proposed Service Charge ($15.00) for a total of $18.32, if all 4,000 gallons of water are

consumed. This party, with a large home, two adults and two dogs, averages about 5,000-6,000

gallons per month with some months being as low as 3,000 gallons at a cost of $16.49. In my

opinion, this a both fair and reasonable charge for water in Arizona for low and fixed-income

residential rates.

Proposed Service Charges.

How were the Service Charges determined?

11

12 2.2.2

13 Q.

14 A.

15

16

17

18

19

20

21

22
23 2.2.3

24 Q.

25 Service Charges were determined, in general, similar to those in the model with the 1-inch

26 rate Service Charge lowered considerably. This was done to discourage customers from changing

27 to lower flow meters based only on the Service Charge, especially for safety reasons due to the

28 required water flow requirements for home fire sprinkler systems. As will be shown under the

2g proposed "fees" in 2.4 below, a "change meter fee" is being proposed to be $150. In the next rate

30 case, the 1-inch service charge should be increased more than others. Table 8 below shows the

31 Proposed Service Charges for each rate category.

32

33

A.

The ratio of the size of each rate category was considered but not used in its finest detail

because at present customers are requesting to change to lower (and possibly unsafe) rate

34 categories just to save on the Service Charge.

35
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4 $ 4.50 $ 4.5o

Table 8 - Proposed Consolidated Service Charges for Residential
and Commercial Rate Classes by Rate Category.

Residential Service Commercial Service
Charge Charge
$15.00 $15.00
$25.50 $25.50
$75.00 $75.00

$100.00 $100.00
$225.00 $225.00
$375.00 $375.00
$750.00 $750.00

Rate Category

5/8 3/4 inch
1 inch

1 1/2 inch
2 inch
3 inch
4 inch
6 inch

Proposed Consolidated Rates by Tier.

What determined the Consolidated Rates?

Tier
1
2
3

Table 9 - Proposed Consolidated Rates by Tiers
(in $ per 1000 gallons)

Residential Rate
$ 0.83
$ 1.90
$ 2.96

Commercial Rate
Not applicable

$ 1.90
$ 2.96

5 $ 6.00 $ 6.00

If additional tiers were available in the model, the consolidated rate differences

between tiers would be less.

Proposed Tiers for Residential and Commercial Rate Categories.

what determined the Tiers?

making this analysis, however, the spacing and "tab colors" were deleted.

1

2

3

4

5

6

7

8

9 2.2.4
10 Q.

11 A. Since this vs model is limited to only five tiers, and increasing the ratio between the First

12 (Lifeline) Tier in some rate categories, the resultant consolidated rates are in Table 9. Only four

13 Tiers are used for Commercial Rates.

15

16

17

18

19

20

21

22

23 2.2.5
24 Q_

25 A. The Tiers were adjusted in the model to make visible breakpoints that a customer could

26 see and therefore make the necessary changes in water usage to lower his monthly billing. These

32 are shown in Table 10 from the model, the Assumptions. Table 10 provides the values used in

29

30

31

32

33

34

35

Table 10 - Assumptions for Proposed Residential, Commercial, OPA, Turf and Blocks
(next 2 pages).
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5/8" l 3l4"

Tab color

5l8" I 3/4"

Tab color
51 I r we

15.0015.00$ Customer ChargeCustomer Charge $

$ 0.8300
1.9000
2.9600
4.5000
8.0000

First
Next or First
Next
Next
Over

0.8300
1.9000
2.9600
4.5000
6.0000

First
Next
Next
Next
Over

$
$
$
$
$

10,000
10,000
20,000
50,000

4,000
6,000

10,000
20,000
40,000

Tab ColorTab Color

25.5025.50$ Customer ChargeCustomer Charge $

$First
Next or First
Next
Next
Over

0.8300
1 .9000
2.9600
4.5000
6.0000

0.8300
1 .0000
2.9600
4.5000
6.0000

First
Next
Next
Next
Over

$
$
$
$
$

10,000
15,000
25,000
50,000

4,000
6,000

10,000
20,000
40,000

1 1/2"
Tab Color

1 1I2"
Tab Color

75.0075.00$ Customer ChargeCustomer Charge $

$First
Next or First
Next
Next
Over

0.8300
1 .9000
2.9600
4.5000
6.0000

0.8300
1 .9000
2.9600
4.5000
6.0000

First
Next
Next
Next
Over

$
$
$
$
$

100,000
100,000
100,000
100,000

25,000
75,000

100,000
100,000
100,000

Tab ColorTab Color

100.00100.00$ Customer ChargeCustomer Charge $

$First
Next or First
Next
Next
Over

0.8300
1.9000
2.9600
4.5000
6.0000

0.8300
1.9000
2.9600
4.5000
6.0000

First
Next
Newt
Next
Over

$
$
$
$
$

100,000
100,000
100,000
200,000

25,000
75,000

100,000
100,000
200,000

Tab ColorTab Color

225.00225.00$ Customer ChargeCustomer Charge $

$First
Next or First
Next
Next
Over

0.8300
1 .9000
2.9600
4.5000
6.0000

0.8300
1.9000
2.9600
4.5000
6.0000

First
Next
Next
Next
Over

$
$
$
$
$

100,000
100,000
100,000
200,000

50,000
50,000

100,000
100,000
200,000
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

2

3

4

6

8

5

7

9

1



2

3

4

1

Tab Color

4 "

5»\

Table 10 (Continued)
4 "

Tab Color

Customer Charge $375.00 Customer Charge $375.03
5

6

7

8

First
Next
Next
Next
Over

100,000
100,000
100,000
200,000
300,000

$08300
$1 .9000
$2.9600
$4.5000
$60000

First
Next or First
Next
Next
Over

200,000
100,000
200,000
300,000

$0830)
1.9003
2.960 J
4.500 J
6.000 J

6 " B"
9

10

11

12

Tab Color Tab Color

Customer Charge $750.00 Customer Charge $750.0)

First
Next
Next
Next
Over

100,000
100,000
100,000
200,000
400,000

$0.8300
$1 .9000
$2.9600
$45000
$6.0000

First
Next or First
Next
Next
Over

200,000
100,000
200,000
400,000

$08303
1.900 )
2.9603
4.500 J
6.000 J

2.2.6

Q.

A.

Other Proposed Consolidated Rates.

what other rates are being consolidated?

In addition to the Residential and Commercial rate categories, others were included or not

included in Table 10 above. Included in the Consolidated Rate Schedule for Commercial

customers are the present OPA and Turf Rates.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Proposed Non-Potable Water Rates.

What are the charges proposed for non-potable water?

27

2.2.7

Q.

A. The Non-Potable Water Rate only has one charge, a volumetric consumption charge of

$2.50/1000 gallons, as proposed by the Company, which this party also concurs. No service

charge is proposed. The Company may propose a different rate structure for non-potable water in

the future.

2.2.8

Q.

A.

Proposed Private Fire and Hydrant Rates.

Do you agree with the Company's proposal for Private Fire and Hydrant Rates?

28

29

30

31

32

33

34

35

Yes. These are given in Table 11 below. Only a Service Charge is used.
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Service Customer Charge
2 inch $10.00
3 inch $22.50
4 inch $40.00
6 inch $90.00
8 inch $160.00

10 inch $250.00
12 inch $360.00

Hydrants $12.00

.

Table 11
Private Fire and Hydrant Rates

Rates Classes that are Not Proposed to be consolidated.

What Rates Classes are not being consolidated?

C2M3 - Arizona Water Contract
C5M1 - Agua Fria - OWU PI Surprise
A5M1 - Sun City Public Interruptible - Peoria
E7M2 - Anthem Wholesale (Phoenix) OWU
Mohave and Havasu Apartment Classes

And the following sewage water rate classes were also not consolidated:

A2MSP - Sun City Sewer Paradise Park I/U
E5M2 - Anthem Wholesale (Phoenix) OWU
P7A1 - Mohave Sewer Effluent Sales

Issue No. 3 - Proposed Sewage Water District Rate Consolidation

How did you consolidate the sewage water district revenues?

1

2

3

4

5

6

7

8

g
10 2.2.9

11 Q.

12 A. Some present rate classes were not consolidated in the Model and were also

13 recommended by the Company for not being consolidated during this rate case. The Company

14 has proposed that the following water rate classes not be consolidated:

15

16

17

18

19

20

21
22 This party agrees with the non-consolidation rationale in Heppenstall Rebuttal.

23 2.3

24 Q_

25 A. For the same reasons and rationale used in consolidating the water districts, it was

26 decided to consolidate all the sewage water districts.

27 Second, due to the significant differences in Rate Structures for the sewage water districts,

28 consolidation is impossible without also redesigning the Rate Strueture.

29 Based on this decision, the Consolidated Rates and Rate Structure for all sewage water

30 districts proposed by the Company appears to have met the reasonable and fairness criteria and

31 should be approved.

32

33
34 Q.

35 A. No, as the Last Rate Case deferred this issue to the ongoing proceedings.

2.4 Issue No. 4 - Proposed Consolidated Fees and Miscellaneous Charges

Has the Company proposed consolidation of its Fees and Miscellaneous Charges?
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Miscellaneous Customer Cost

Company's Magruder
Proposed

Fee or
Charge

Variations in other water
districts' charges and fees
(present and proposed) by

Staff and RUCO

Present Fee or
Charge

Proposed
Fee or
Charge

Establish, Re-establish, Re-connect
Fee

(Regular hours)
(Off hours)

$ 30.00
$ 40.00

$ 30.00
$ 40.00

$ 30.00
$ 60.00

$20to$40
$20tO$60

Water Meter Test if correct $ 10.00 $ 10.00 $ 75.00 $10 to $81
Meter Re-read if correct $ 5.00 $ 5.00 $ 20.00 $5to$25
Move Customer Meter NA NA Actual Cost NA or Actual Cost
Replace an Existing Meter with a New
Meter for a Different Rate Category at
the Customer's Request

None
(a new charge) $150.00 $150 No charge has been

established.

Non-Sufficient Funds Check Charge $ 10.00 $ 10.00 $ 30.00 $10 to $25
Late Fee Charge 1.5%/ month 1.5%/ month 2.0% /month NA to 1.5%l month
Deferred Payment Finance Fee NA NA 1.5% /month NA to 1.5% /month
Residential Deposit 2 x average bill 2 x average bill
Non-Residential Deposit 2.5 x average bill 2.5 x average bill
Deposit Required (residential or
commercial), Interest on Deposit

In accordance with ACC Rule 14-2-403(B)

New Service Line Charge
(Difference based on size of line) $130 to $1,620 $156 to

$830, Actual

Higher of
$300 or

Actual Cost

$370 to $1 ,620
to actual cost

New Meter Installation Charge
(Difference based on size of line) $370 to $1 ,630

$370 to
$1 ,890,
Actual

Higher of
$150 or

Actual Cost

$130 to $6,130 to actual
costs (plus $120 for AMR)

1

2

3

4

Q.

A. Yes. This party proposed these in a table found in Exhibit MM-2 in 4.2.4, however this

table, with minor modifications, is proposed in Table 12 below.

Have these Consolidated Fees and Miscellaneous Charges been proposed before?

Table 12. Present and Proposed Consolidated Water Fees and Miscellaneous Charges.

If the Company's 14 May 2010 agrees with this concept and it proposes to use the above

or a modified schedule, then those should be considered to be included with the decision for this

case. If, however, based on the Company and responses by other parties differ in concept or

actual fees and charges, then it would be proposed that the Company propose a schedule in a

tariff filing for Consolidated Fees and Miscellaneous Charges sixty days after the Commission's

decision in this case, copies to all parties.

it should be noted that present or proposed "arsenic recovery",

irrigation" fees, rates or charges are not implemented when rates are consolidated.

The Sewer Water tariffs also have different minimum present charges for

"low income" and "winter

23

24

25

26

27

28

29

80

31

32

33

34

35

• Commercial Toilets (from $4.12 to $9.41, Staff recommended $12.02),

Dish Washing Machines (from $31 .43 to $75.47, Staff recommended $96.37),

Laundry Machines (from $7.65 to $17.61, Staff recommended $22.49),
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Wash Racks (from $15.56 to $36.89, Staff recommended $47.10) and

Rental Rooms (from $7.99 to $10.54).

Only one Consolidated Rate should be proposed for these kinds of sewage services.

2.5

Q.

A.

Issue No. 5 - Proposed Consolidated Rules and Regulations.

Has the Company proposed consolidation of its Rules and Regulations?

No, as the Last Rate Case deferred this issue to the ongoing proceedings.

Have these Consolidated Rules and Regulations been proposed before?

Yes. It is recommended that the Company file with the Commission, RUCO, and all parties

a Consolidated Rules and Regulations (R8¢R), with division supplements, if necessary, ninety days

after the Commission's decision in this case. When the Company's writes a Consolidated R&R,

used of customer-friendly language and terms should be used through the document, including a

glossary of terms and abbreviations/acronyms. It might be suggested that, like National

Geographic, the writing or comprehensive level be at the ninth grade revel. Further, after receipt of

the Commission Staff's review of the proposed Consolidated R8tRs, then within sixty days, on the

Company's website these new R8<Rs will be posted including a Spanish language version.

Issue No. 6 - Proposed Water Demand Side Management Program

Has the Company proposed a Water Demand Side Management Program?

No.

Q.

A. First, it is expected that the conservation-oriented Consolidated Rates will result in less

water usage by its customers, as was demonstrated in the Company's Report on the Anthem rate

tier impact included in its Rebuttal filing. This report demonstrated that the Company has the

ability to analyze and accesses the impacts of water conservation on the usage patterns of its

customers. Such a report for all water districts would be necessary, at least annually, so that the

impacts of water conservation can be measured and its impact of the Company's Total Revenue

from this rate case monitored, understood, and appropriate compensation, if any, provided for

delivering less water to its customers. The Company should NOT lose revenue when its

customers conserve water.

Why do you feel a Water DSM Program is needed for AAWC?

1
2
3
4
5
6
7
8
g Q.

10 A.
11
12
13
14
15
16
17
18
19 2.6
20 Q.
21 A.

22
23
24
25
26
27
28
29
30
31
32
33
34
35

Second, a series of Water DSM programs for water and sewage water, such as suggested

in 1.6 above, should be proposed annually to the Commission for review and possible

implementation. Each such Water DSM program needs to include similar factors used by the
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Q.

A.

Issue No. 7 - Proposed Water Management Program

Has the Company proposed a Water Loss Management Program?

1 Commission in its electric and natural gas DSM process but adjusted for water and sewage water

2 DSM. These programs should be proposed in an Annual Water DSM Program Report on 1 March,

3 for review by the Commission by 1 August, for implementation on 1 October.

4 Third, both the lost revenue (from the Total Revenue) and implementation costs for Water

5 DSM programs should be returned from the customers in the form of a 'Water DSM adjustor" fee.

6 In the Company's Annual Water DSM Report, it will include how this fee is calculated. This

7 calculation should include the Company's savings by having to deliver less water due to

8 conservation, including electricity, O&M, equipment and supplies not used due to less products

9 delivered than calculated in the Total Revenue.

10 As this is a new process, it might be advantageous to hold a workshop on this issue prior

11 to first implementing its Water Demand Side Management programs. Again, these considerations

12 should be included in the Company's proposed program.

13

14 2.7
15

16 No. However, this Party recommends that this program be implemented with financial

17 incentives for excellent performance and disincentives for poor performance discussed above in 1.7.
18

19 Q.

20 A. No, however, this Party recommends that such a program be created, through a workshop

21 process, so that a Water Loss benchmark level is established for each water and sewage water

22 district. Based on the results of such workshops, a financial incentive process should be developed

23 to reward the Company for performance better than a Water Loss benchmark and to penalize the

24 Company for performance lower than a Water Loss benchmark at the district level.

25 A Water Loss Management Program could be implemented within the above Water DSM

26 process, as proposed in 2.6 above. The Annual Water DSM Report could be used to report the

27 measured water loss for each district, and when performance is rate as "excellent", then a

28 determined positive adjustment in Total Revenue is added and when rated as "poor", then a

29 predetermined negative adjustment in Total Revenue be subtracted. Since Total Revenue is used to

30 calculate the Water DSM Adjustor fee, this could be used as a way to incentivize a Water Loss

31 Management Program. It is proposed that the Company include a Water Loss Management

32 Program within the Water DSM process in 1.6 above.

33

34

35

How would you recommend such a Water Loss Management Program?
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Section 3 - Responses to Testimonies and Public Comments1

2

3 3.1
4 The Staff submitted Direct Testimonies by Mr. Eligah Abinah and Mr. Jeffrey Michlik on 29 March

2010, hereafter referred to as the Abinah Testimony and Michlik Testimony.

Response to the Commission Staff's Proposed Consolidated Rates.

Do you agree with the Abinah Testimony?

In general, no. The Abinah Testimony states:

"Staff believes when and when it [rate consolidation and/or system interconnections]
makes sense and where it is technically and financially feasible, rate consolidation
and/or system interconnections should be seriously considered by the Commission."
[3:15-18]

"Q. Does a utility have to interconnect in order to have a rate consolidation or STP?
"A. No. Staff believes that in some instances physical interconnection is not technically
feasible, while rate consolidation may be.
Q. What criteria should be considered in recommending rate consolidation?
A. Proximity may help psychologically getting people to accept single tariff, but Lt
certainly is not a requirement. Physical interconnections should be required when
system districts are closer and it is technically and financially feasible" [4:5:10 and 23-
24, emphasis added]

5

6

7 Q.

8 A.

g

10

11

12 Response:
13 This appears to be the right time for rate consolidation because it makes sense, and the

14 Total Revenue has been established through the rate case process in order to make the Arizona-

15 American Water Company's rates both fair and reasonable. Continuing charging different rates for

16 the product delivery (water or sewage water) is not fair and reasonable. "Consolidation should

17 happen when all districts have been subject of a [recent] rate case." [Exhibit MM-1, 4.2.8.g]

18 Further, this is NOT the time to consider system interconnections because there are no

l g perceived benefits for the Company or ratepayers. System interconnections are not being proposed

20 by any parties. Further, Mr. Abinah testified that

21

22

23

24

25

26

27 In this party's view, this psychological benefit is certainly not technically feasible or a

28 financial benefit. No party has recommended physical interconnections between districts.

29

30

31

32 A. Yes. He stated the following should be considered:

33 a. Public health and safety [4:12-21]. In the proposed consolidations, all public health or

34 safety concerns are being addressed only as financial considerations within the consolidated

35

Q. Did Mr. Abinah testify that there are other considerations necessary to recommend
rate consolidation?

water and wastewater systems.
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1 b. Economies of scale/rate case expenses [5:1-6]. This is a cost-saving benefit of

2 consolidation for the Company, customers and Commission.

3 c. Price shock/mitigation [5:8-18]. As this party has proposed in 2.2 above, a part of the

4 Total Revenue was shifted from residential to commercial customers as a mitigation measure to

5 deliberately reduce price shock since there are many more residential then commercial

6 customers. Only one water district has an overall residential rate increase (32% for Paradise

7 Valley) and six of seven have overall rate reductions. Overall, commercial customers have rate

increases for four districts between 5% and 29%, one with insignificant change, and two have

decreases as shown in Table 6 above. Further, commercial customers have two ways to rapidly

compensate for higher rates that are to conserve water to lower its monthly bills and/or to raise its

prices. The "Anthem Report" shows that "price signals" are understood and that customer can

react by conservation fairly soon after a rate increase. The Magruder-Proposed Consolidated

Rates have significantly less "rate shock" than the Staff or Company's proposals.

d. Public Policy 15220 to 6:9]. The Magruder-Proposed Consolidated Rates use water

conservation as a driver as suggested by Mr. Abinah. Shifting from groundwater to surface water

supply resources requires technical analysis and expenses that are beyond the scope of this case.

The design of the Rate Structure should include low-income tariffs with very low "lifeline" rates

used in the First Tier rates.

e. Other jurisdictions/municipalities [6:11-12]. The situation before this Commission

involves an investor-owned utility with different goals than used by other jurisdictions including

municipalities that also include local political objectives beyond the scope of this case.

Do you agree with the Staff's Recommendations in the Abinah Testimony?

No. Mr. Abinah recommends for water districts

"In this instance, Staff recommends that the Commission maintain the status quo by
adopting a stand alone design." [7:3-4, emphasis added]

Mr. Abinah then recommends for sewage water districts

"in this instance Staff recommends that the Commission maintain the status quo by
adopting a stand alone design." [8:2-3, emphasis added]

Do you agree with the Michlik Testimony?

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22
23 Q.

24 A.

25

26

27

28

29
30 This party does not concur with either of these recommendations for the rationale stated in

31 Section 1 above, Exhibit MM-1 and Exhibit MM-2. He then continues with, if consolidation is to

32 occur, that it be accomplished on a regional basis [7:6-7] as presented in the Mr. Michlik

33 Testimony.

34 Q.

35 A. In general, no. The Michlik Testimony states:
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Water
District

Median Usage
Monthly
Usage

(gallons)

Scenario
(% bill change)

1 2 3
6,000 -21.72 -31.61 -31.81Sun City West
6,000 -10.72 -3.20 +4.32Agua Fria
7,000 +68.14 +48.74 +48.74Sun City
5,000 +54.87 +69.27 +18.85Bullhead City

-15.24 -9.24 -3.24Anthem 8,000
5,000 -40,08 -34.50 -548()?Havasu
7,000 +56_Q2 +68.99 +17.69Mohave
7,000 -38.68 -33.96 -54,0'lTubac

10,000 -13.04 -7,73 -2.4224,954 +28.89 +36.38 +50.82Paradise Valley

Average Usage
Monthly
Usage

(gallons)

Scenario
(% bill change,

1 2 3
6,702 -21.85 -31.10 -31.10
7,679 -t'1.72 -5.31 +1.11
7,954 +68.23 +50.30 +50.30
8,070 +57.77 +68.87 +1721
9,616 -14.34 -8.97 -3.60
9,786 -35.88 -31.91 -52.95
10,239 +60.05 +69.81 +16.80
11,740 -33.50 -29.49 -52.54

"Staff recommends approval of its stand-alone rate designs for the Anthem Water
District, Sun City Water District, Anthem/Aqua Fria Wastewater District, Sun City
Wastewater District, and Sun City West Wastewater District." [Summary]

And

"Staff recommends individual or stand-alone rates for all the Company's
Districts, as denoted in Schedules JMM-1 and JMM-2." [3:t4-16, emphasis added]

Response:
The Michlik Testimony then proposes, as required by Decision No. 71410, using the

Company's model, several scenarios. The water Scenario One is for all water districts and water

Scenarios Two and Three for selected groups of water districts. The wastewater Scenario One is

for all wastewater districts while Scenario Two is for regional groups.

First, Table 13 below shows the high rate change impacts for each of the three water

Scenarios. These are excessive and are not acceptable. These results from the Staff should be

rejected as not being fair and reasonable.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
25 Second, scattered throughout the Staff's testimony are various unique adjustments and

26 such as for sprinklers and seasonal rate for lawn maintenance. All these adjustments, including

27 arsenic recovery fees should be consolidated during this one-time rate consolidation event. For

28 example, there is a Company proposed "infrastructure Improvement Surcharge" for Sun City [9:1-

2g 15] that the Staff opposed. This should be absorbed into the Consolidated Rate along with ALL

30 other infrastructure costs. Other Staff recommendations, such as elimination of the Anthem

31 "Capacity Reservation Charges CRC-1" [6:12-14] are very appropriate during this one-time

32 cleansing of rates for all these districts.

33 Third, the Staff recommended various sewage minimum fees for commercial toilets, dish

34 washing machines, laundry machines, and wash racks, as shown in 2.4 under Consolidated Fees

35 and Miscellaneous Charges. These should be the same for all sewage water districts.
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Additional responses will in the Company's responses below.

3.2 Response to Company's Proposed Consolidated Rates.

Q. What did the Company propose in its Rebuttal to the Commission's Proposals?

A. The company filed Rebuttal Testimonies from Mr. Tomas Broderick and Ms. Constance

Heppenstall on 7 April 2010, hereafter referred to as the Broderick and Heppenstall Testimonies.

Q. Did the Company agree with the Staff's Proposed Consolidated Rates?

A. In general terms, the Company did not find the Staff's Scenario One acceptable and

proposed a Variation. Scenarios Two and Three were rejected by the Company.

ResDonse:

This party concurs, in general, with the Company, however, the Magruder Consolidated

Rate proposal goes significantly farther in reducing rate shock and increasing the conservation

impacts of the design of the Rate Structure.

Q. How did the Company propose to reduce rate shock for the Sun City and Mohave
water districts?

1
2
3
4
5
6
7
8
g

10
11
12
13
14

15 A.
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

The Company's variation for Scenario 1, used transition period for several years to reduce

rate shock with the Total Revenue remaining constant [Broderick Testimony 13:9-22].

Response:

This party concurs with both using a transition period and keeping the Total Revenue

constant. These two features are embedded in the Magruder Proposed Rates, however, the

calculations for a three-year transition period were not included because this party could not make

that part of version 3 of the model to work, The data in Table 10 Assumptions were used for the

first step, as shown in 2.2 above.

In the Magruder Proposal, rate shock was significantly reduced for all rate classes and

categories by a shift of 3% of the residential rate burden to the Commercial Rate Class, as

previously presented. This was used specifically for three objectives to:

(1) Provide very low "lifetime" rates for all customers, especially for those on low incomes,

(2) Reduce the rate consolidation impacts on Sun City and Mohave, and

(3) Provide incentives in terms of price signals to all customers to conserve water.

The adjustment of rates for each Tier and Tier widths were optimized to promote these

three objectives. The only significant residential customer impact resulted in the Paradise Valley

water district, which prior testimony in the First Rate Case acknowledges was trying to conserve

water, however, that impact was significantly smaller than any proposed by the Staff or Company.
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1

1

2

3

4

These higher rates will provide the price signals to continue that water district to conserve. The

lowest rates provide a "lifeline" for all customers, especially the lowest income customers. Since

these are applied for equally to all customers, then they are reasonable and fair.

Q. What is an issue where consolidation differences occurred between the Staff and
Company?

5

6 A. The issue concerning consolidation of the residential 5/8 & 3/4-inch minimum charges with

7 the 1-inch minimum charges. The Staff did not propose the consolidation of the Service Charge for

8 these two rate categories. The Company is seriously concerned about the impacts of changing the

9 water connections to the smaller fittings from a fire safety point of view so that customers can

have lower monthly minimum charges. [Broderick Testimony, 1:23 to 14:9]

Response:

Do you agree with the Company that other Sub-Groups of Districts are sensible?
l

10

11

12 This party concurs with the Company's concerns, however, a different solution was used

13 in the Magruder Rate Consolidation proposals.

14 The monthly 5/8 & 3/4-inch Service Charge was proposed at $15.00 and a 1-inch Service

15 Charge at $25.50 because there are many other customers who have 1-inch connections. To

16 reduce the impact of changing to a smaller water connection meter, a new "fee" of $150.00 was

17 added as a standard fee for a customer requested meter connection change.

18 With a significantly smaller difference between the Fixed Charges for these two rate

19 categories and a new "meter change fee", the financial incentive for customers to switch meters

20 will be greatly reduced. The low Service Charge of $22.50, which is below what should be charged

21 based on pipe sizes, and "meter change fee" are common for all residential and commercial rate

22 categories in all water districts. This should greatly reduce this issue, and should be re-evaluated

23 in the next rate case, as the 1-inch Service Charge was artificially reduced.

24

25

26

27

28

29

30

31

32

33

34

35

Q.

A. This Party most definitely agrees that any sub-group would be counter to the benefits of

consolidation. The statement by Mr. Broderick that "if the Commission determines that rate

consolidation is appropriate, the only sensible and valuable long-term approach is state-wide

consolidation with a transition percentage that mitigates the short-term increases" [Broderick

Testimony, 15:5-7]

Q.

A. As testified by Mr. Broderick, this provides a consistent framework for all districts and a

proposed benchmark approach is recommended [Broderick Testimony, 15:8-21]. This party

concurs with the ongoing approach used by the Company and its proposed discounts. The

Should Non-Potable Water Rates be consolidated?
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Q. What is your opinion of the Anthem Water District study in the Broderick

Testimony?

This is an outstanding study and very timely for the ongoing considerations. This is the

kind of analysis that I have discussed earlier that will be necessary for Water Demand Side

Management Reports, if approved by the Commission.

Response:

Even though this was a one-year study, when a series of similar cumulative reports are

assessed, trends much firmer. The key conclusion from this report that the price signal from the

new tier rate design reduced water consumption by 5% and that the Company needs to achieve

its Total Revenue. This is a reduction in only the volumetric rate, not the total compensation

received by the company, however, the concerns that in the last sentence of this report states

"The implication of water conservation on revenue stability should be a matter of
importance that should be addressed when matters of water conservation and rate
design are addressed." [Anthem Report p. 12]

This statement needs to be a key issue, if the Magruder-proposed Water DSM and Water

Loss Management Programs are adopted. The importance of "annual" checkups on the fair

balance between revenue and conservation must be maintained and openly discussed, debated,

and deliberated for fairness to the Company.

Do you have any objections to the Company's Model?

Q.

A.

Response to Other Consolidated Rate Filings.

Did any other parties provide Consolidate Rate Filings?

Mr. Hansen has filed such a Testimony. It is my opinion, that his concerns will be greatly

reduced when he has reviewed my Testimony, herein.

Response to Customer Complaints and Support Comments.

What is you opinion of the hundreds of complaints received by the Commission?

1 Company's use of $2.50/1000 gallons for non-potable water [Broderick, 16:20] was used in the

2 Magruder Consolidate Rates proposal.

3

4

5 A.

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21 Q_

22 A. No, the Heppenstall Testimony has an excellent description of this model. One area where

23 it might have different result would be if the Total Revenue from the ongoing rate case had more

24 than minimal changes between the Phase I hearings through approval by the Commission.
25
26 3.3

27

28

29

30 3.4
31 Q_

32 A.

33

34

35

Many of these are common complaints whenever any rate increase is being discussed at

the Commission. These complaints are one reason why the fixed and variable charges in rates

were adjusted to reduce this one-time change to a minimum. When reading many "complaints"
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a v

1 based on the Magruder-proposed Rate Consolidations, as a package, many of these actually

2 support the three key principles used in the design of the Rate Structure. In my opinion, these

3 short-term issues will be forgotten as Arizona-American Water Company become more efficient.

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35
Direct Testimony of Marshall Magruder in Response to Rate Structure and Rate Consolidation Testimonies by the

Commission Staff and Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A-090343
Marshall Magruder page 41 of 66 3 May2010



Appendix A - Magruder Exhibits

Excerpts from Marshall Magruder Reply Brief in the First Rate Case (docket 09-

0227), Section 4

Exhibit MM-1 -
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Excerpts from Marshall Magruder Reply Brief in the First Rate Case (docket 09-

0227), Section 2

Exhibit MM-2 -
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Exhibit MM-1

Excerpt from the Marshall Magruder Reply Brief of 15 May 2009 in Commission Docket Nos.

W1SW-010303A-09-0227, pages 19 to 411

Section 4, "Rate Consolidation for All Water Districts"

NOTES CONCERNING THIS EXERPT:

1. It should be noted that this excerpt used revenue and rate data from the First Rate Case

that has been modified for this case, therefore, please see the basic testimony for actual

numerical values and consider those in this excerpt as representative examples of the

important principles herein.

2. The pagination and footnotes were not changed to match the original.

Quote:

Section 4

Issue No. 3

RATE CONSOLIDATION FOR ALL WATER DISTRICTS

4.1 Summary of Issue No. 3

This party supports full rate and fee consolidations including having the Company,
RUCO, and ACC Staff submit a single set of Consolidated Rate Schedules, Fees and Rules
and Regulations, based on the rates being proposed by each as a later phase in the case
for all five water districts and the next Arizona-American rate case all other water districts
should be integrated within revised Consolidated Rates and Fees in order to have fair and
reasonable rates throughout Arizona. (Magruder Brief, 24, 27-28)

In general, all RUCO, Staff and Company all support tiered rate structures and rate
consolidation. There were no recommendations against consolidation, however, when and the
level or degrees of consolidation are where differences lie. These differences will be the
ultimate decision on the Rate Consolidation issue, in my opinion, with the most significant
impact on ratepayers than any other issue in this Rate Case. (ibid, 29, original underlined)

4.2 Replies to Post Hearing Closing Briefs.

4.2.1 Long-Term Benefits of Consolidation to Customers, the Company, and Shareholders.
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Companv Brief.
Mr.

ratemaking purposes between Arizona-American districts. (Company Brief, 6)
The Company conditionally supports Rate Consolidation because of "improved rate case

efficiency, improving ability to make needed capital investments in smaller districts without
imposing burdensome rate increases, improving ability to acquire small troubled water systems,
and a desire to bring the tariff structure of water and wastewater utilities more in line with those
of other regulated utilities in Arizona, that all support consolidation on a philosophical basis."
(ibid, 49)

Mr. Herbert is a witness for AAWC and providing his excellent background shows he is one
witness with Company-experience in this matter, and supports consolidation of financial and
operational aspects for water districts. (Magruder Brief, 31) _

RUCO Brief.
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Factor Tubac District a Large District b
1. Number of customers 500 20,000
2. Service Charge $40.00 $20.00

(1 x2)3. Monthly Revenue fixed $20,000 $400,000
Consolidated

4. Number of Customers (1a+1b) 20,500
(pa + 3b)/(1a + lb)5. Service Charge $20.48

(4x 5)6. Monthly Revenue fixed $420,000

0

A completed and comprehens ive consol idat ion analys is  was per formed by RUCO for  a l l
d is tr ic ts  in question other  than Paradise Val ley. (RUCO Br ief,  15)

This analys is  resulted in a consol idated Serv ice Charge of $9.59. As usual, the greatest
reductions occur  for  the highest serv ice charge, with less s ignif icant increases for  those with
the lowest service charge which is fa irer  than the present s ituation. (Magruder  Br ief, 31 )

In an overal l  v iew, using $9.59 provides more "rate re l ief" compared to rate "shock", which
seems a lso to be fa ir  and reasonable. Simi lar ly ,  the proposed Company Serv ice Charges to a
Consol idated Serv ice Charge has more "rate re l ie f" occurs compared to rate "shock." ( /b id)

Staff Br ief.
The Staff is  "suppor t ive of Rate Consol idation, where i t  is  technical ly  and f inancial ly

feasible." (Staff Br ief, 20)
The Staff  d id not per form a comprehensive consol idat ion rate analys is .
Magruder  Rep ly.
This par ty fu l ly  agrees that al l  customers wil l  defin ite ly benefit with consolidation but for

some their  ra tes may increase, however , there are a lso numerous benefi ts  to  the Company as
well  as administrat ive costs, fewer  tar i f f  rates and associated f i l ings, better  company focus,
equalization of exist ing dispar it ies between water  distr ic ts, lower  rate case costs, so the
Company can better  focus on i ts  customers '  need and prov ide better  serv ice and lower  overal l
costs. With reduced easts, shareholder  benefi ts  increase with h igher  d iv idends. (Magruder
Br ief, 25)

One- t ime costs for  smaller  d is tr ic ts  would be absorbed in larger  customer  d is tr ic t with much
less impact than the same one- t ime cost for  a smaller  d is tr ic t.  There would be one rate case for
these s ix water  d istr ic ts instead of s ix  to th ir teen cases now. Addit ional work loads for  the
Company, RUCO and ACC Staff  would be avo ided i f  on ly  one ra te  case was be ing f i led. ( ib id)

Due to fundamental  d i f ferences between water  and wastewater  d is tr ic ts , i t  appears
reasonable for  the wastewater  d is tr ic ts  to be consol idated but separately  from the others. ( ib id)

For  an example of equal izat ion of d ispar i t ies between dif ferent water  d iv is ions, assume the
fol lowing two water  d is tr ic ts , us ing hypothetical numbers to show effects of consol idation is  in
Table 6. In th is  example, consol idating increased the Large Distr ic t 's  rate by $0.48 and reduced
the Tubac Distr ic t rate by $19.52. Now, is  consol idating "fa ir  and reasonable" or  not? In th is
Par ty 's  opin ion, i t  is  fa ir  and reasonable. In addit ion to "cost of serv ice" example, the same
impacts would apply  for  the water  volume rates. ( /bid, 26-27, Table 8, 28)

Table 6.  Example of  Consolidat ion Impacts for  a  Large and a Small  Dist r ict .

In  the recent UNS Electr ic  rate case, the Mohave and Santa Cruz County res identia l  and
small  commerc ia l  rates were f inal ly  consol idated after  f ive decades. The smal ler  Santa Cruz
County  saw an 8% reduct ion in  smal l  bus iness rates whi le  Mohave County  rates increased
about 2% based just on consol idat ing rates in each rate category. ( /b id)
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4.2 .2 Specif ic  Impacts on Service Charges due to Consolidat ion.

Company Br ie f.
Mr. Towsley testimony stressed there are "long-term benefits to customers of
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Water District Change
Difference in

Present Rates
Calculation (Consolidated

minus Present)
Mohave Increase $ + 3.59 15.59-12.00 = +3.59
Sun City West Increase $ + 0.59 15.59-15.00 = +0.59
Agua Fria Increase $ + 0.59 15.59-15.00 = +0.59
Havasu Qecrease $ - 12.41 15.59-28.00 = -12.41
Paradise Valley iiiecrease $ - 12.41 15.59-28.00 = -12.41
Tubac Decrease $ - 16.91 15.59-32.50 = -16.91

Water District Change
Difference in

Present Rates
Calculation (Consolidated

minus Present)
Sun City West Increase $ + 3.72 9.59 - 5.87 = +3.72
Mohave Increase $ + 0.84 9.59 - 8.75 = +0.84
Agua Fria Increase $ + 0.51 9.59 .. 9.08 = +0.51
Paradise Valley increase $ + 0.07 9.59 - 9.65 = +0.07
Havasu Decrease $-2.19 9.59 - 11.87 = -2.19
Tubac [Decrease $- 10.09 9.59 - 19.68 : -10.09

consolidation for ratemaking purposes between Arizona-American districts." (Company Brief, 6)
The Company consolidation analysis used Proposed rates, and several different water

districts, including some that are not included in this rate case. Still, this gives a picture of
relationships using proposed rates. (Magruder Brief, 34)

The Company's determined consolidated service charge was $15.59 for the proposed
rates. We see significant decreases for Tubac, Paradise Valley and Havasu, and minor
increases for Agua Fria and Sun City West and Mohave Water in Table 7. (ibid, and Table 11,
33)

Table 7. Changes due to Consolidation on Proposed Service Charges.

RUCO Brief.
A completed and comprehensive consolidation analysis was performed by RUCO for all the

districts in question. (RUCO Brief, 15, Magruder Brief, 32-36)
The RUCO analysis resulted in a consolidated Service Charge of $9.59 for five districts.

Table 8 shows in the inequity in service charges that now exist because the service charge
cost are not consolidated, with unfair discrimination on customers who receive the same
product. As usual, the greatest reductions occur for the highest service charge, with less
significant increases for those with the lowest service charge. (Magruder Brief, 31 and Table
10, 33)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Table 8. Changes due to Consolidation on the Existing Service Charges.

When comparing Present to the Consolidated Service Charge, one sees the present $9.59
or proposed $15.59, consolidation provides more rate "relief" compared to rate "shock". This is
fair and reasonable. Similarly, comparison of the proposed Company to a Consolidated Service
Charge, again, more rate "relief" occurs compared to rate "shock." (ibid, 32)

Staff Brief.
The Staff did not calculate a comprehensive Service Charge.
Maqruder Replv.
When using the Proposed Consolidate Service Charge, the change for those with lowest

rates is much less significant than for those with the highest proposed service charges.
Table 9 shows Basie Service Charges with the present rates and proposed RUCO, Staff

and Company proposed rates. These vary from $5.87 to $ 32.50. (ibid, 32 and Table 9)
Mr. Hebert (Arizona-American witness) stated the highest rates see the greater decreases

and the lowest rates, the smaller increases when consolidating is borne out here. (ibid, 31 )
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Consolidated
Service Charge

(RUCO)

AAWC Present Basic Service Charge

Agua Fria Sun City West Tubac Havasu
Mohave
Water

Paradise
ValIey4

$ 9.59
$ 9.08 $ 5.87 $ 19.68 $11.78 $ 8.75 $ 9.65

RUCO Proposed Basic Service Charge
$11.87 $ 13.81 $ 29.34 $ 25.66 $ 10.30 $ 26.68

Consolidated Service
Charge
(AAWC)

AAWC Proposed Basic Service Charge

Agua Fria Sun CityWest Tubae Havasu
Mohave
Water

Paradise
Valley

$ 15.59 $ 15.00 $ 15.00 $ 32.50 $ 28.00 $ 12.00 $28.00

Consolidated
Service Charge

(Acc Staff)

ACC Staff Proposed Basic Service Charge

Agua Fria Sun City West Tubac Havasu
Mohave
Water

Paradise
Valley

Not calculated $ 14.55 $ 15.30 $ 28.73 $ 9.10$ 24.54 \ $ 28.00

Commodity Usage (at
$11000 gallons)

AAWC Present Rate Design
RUCO

Consolidated
Rate

Agua Fria Sun City
West Tubae Havasu Mohave

Water

First 4,000 gals $1 .2443 $1 .5398 $1 .3092 $1.89 $1 .6802 $0.85
Next 10,000 gals. $2.0757 $22198 $1 .7442 $2.85 $2.1852 $1.30
Over 14,000 gals. $2.3270 $2.6468 $2.0102 $3.41 $2_5000 $1.50

Again, the water division with the highest rates received the greatest decrease when

consolidated, and the water division with the lowest rates the highest rate increases. (/bid, 34)

The Company also computed a consolidation scenario, with different assumptions when
compared to RUCO's analysis. The Company's analysis used Proposed rate, and different
water districts, including some not included in this rate case. Still, this gives a picture of
relationships using the Company's proposed rates. (/bid)

4 Final Schedules for the Company, ACC Staff, RUCO and Magruder combined the present Paradise
Valley 5/8 and 3/4-inch rate categories into one, which is simulated by averaging -herein.
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Table 9. Consolidated and Unconsolidated Basic Service Charges
(Residential 5/8 and 3/4-inch Meters)

4.2.3 Specific Impacts on Consumption Rate Charges due to Consolidation.

Company and RUCO Briefs.
The Company and RUCO did not offer any consolidated consumption rates in its Brief for

the Final Schedules but did in earlier testimonies.
Staff Brief.
The Staff did not calculate consolidated consumption charges.
Magruder Reolv.
RUCO's Mr. Moore consolidated the commodity (volumetric) usage charges by

determining a common three-tier rates for residential customers (5/8 & 3/4-inch) and two-tiers
for all other customer categories. Table 10 compares this residential rate category. (Magruder
Brief, 33, Table 12, 34)
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Table 10. Consolidated and Unconsolidated Existing Commodity Charges.
(Residential 5/8 and 3/4-inch meters)



Company's Proposed Rate Design
Commodity Usage

Blocks
(at $/1000 gallons)

Company's
Consolidated

Rates

Agua
Fria

Sun City
West Tubac

Havasu
Water

Mohave
Water

Paradise
Valley

First 4,000 $1.500 $2.926 $2.880 $3.780 $4.033 $1 .471 $1 .288
4,001-10,000 $3.463 $1 .625
4,001 -13,000 $3.463 $4.196
4,001-15,000 I

u3.171
4,001 -20,000 $4,850 $2.233
Over 10,001 $1 .744
Over 13,001 $3.670 $4,555
Over 14,001
Over 15,001 $3.413
Over 20,001 $4,950

20,001-65,000 $2.796
65,001-125,000 $3.359
Over 125,001 $3.879

The Company's "typical" Consolidated Bills for residential customers are in Table 12 for the
Company's proposed rates, different water companies, and other assumptions that make this
analysis not suitable to make any decisions in this rate case because it is incomplete and
needs correction to reflect the current proposed rates. (ibid, Tables 13 and 14, 35)

Table 12. Consolidated Proposed Impacts for
Typical Residential Bills and Total Revenue.

The variety of "blocks" in Table 11 show how dysfunctional the existing rate and proposed
rate schedules are for this Company. There should be only one block structure for all water
districts. (ibid, 36)
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Water District Typical Bill Proposed Changes WITHOUT
Consolidated Rates Total Revenue

Tubac $41 .01 +47.13% rate INCREASE $0.3 million
Havasu $35.85 +42.90% rate INCREASE $0.6 million
Mohave $31.77 +37.22% rate INCREASE $1.7 million
Agua Fria $30.09 +17.75% rate INCREASE $3.5 million
Paradise Valley $66.94 +2.95° /o rate INCREASE $0.3 million
Sun City West $28.35 -15.69% rate DECREASE $1 .3 million

Water Districts in the Company's Analysis that are NOT in this rate case.
Sun City $32.26 +136.00% rate INCREASE $8.4 million
Anthem $34.15 +47.74% rate INCREASE $44.6 million
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Table 11 shows consolidated commodity rates compared to the proposed Company's
rates, however, without considering the Final Schedules. Again, the water districts with the
highest commodity rates, received the greatest rate reductions, while those with the lowest
rates, the smallest rate increases. (ibid)

It is not feasible to directly compare these "consolidation" analyses. Mr. Moore
comprehensive consolidation used present rates, excluded Paradise Valfey, and derived
common three-tier commodity blocks, to equalize Company return with the Test Year. (/bid,
35)

Table 11. Consolidated and Unconsolidated Proposed Commodity Charges.
(Residential 5/8 and 3/4-inch meters)
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First, there is no logic when setting the limits for the rate blocks. The distribution of the
water usage is a non-Gaussian (or normal) and more like a Chi-squared (X2) distribution, with a
fast rising peak closer to zero and a long tail. A Chi-squared distribution has its mean or
cumulative 50% distribution nearer to the origin, thus when an average customer consumes
between 7,500 to 12,000 gallons. The rate structure must have cost "signals" for those near-
mean usage customers. (ibid)

Second, second tiers start at 3,001 or 4,001 gallons to 10,000, 13,000, 15,000, and 20,000
gallons. The range for this "second" tier extends from 3,000 to 14,000 gallons, too wide and
challenging for a consumer to see the price signal to reach (or reduce demand) the first tier.
The Chi-squared tail extends for tens to hundreds of thousands gallons with price tiers only in
the Paradise Valley after 20,001 gallons, with the last starting at 125,000 gallons. (ibid)

Third, the Company's Consolidated Rate second tier is 9,000 gallons wide. It may be
divided to make obvious and reachable blocks for customers to lower water bills by
conservation. (ibid)

Fourth, looking at Table 11, one sees 13 different tiers used bylsix water divisions for the
same rate category. I proposed a standard 4,000-gallon blocks in the residential and small
commercial rate categories. (/bid)

Furthermore, all larger residential and commercial commodity rate categories have just two
tiers. Many small commercial (5/8 and 3/4-inch), such as in the Tubac district, have very
similar demand demands (with a lower average) than the residential counterparts. These
commercial categories should parallel the residential rate tiers. Multiple tier blocks for all other
rate categories should be in the resultant tariff from this rate case. Just like the residential
category that is discussed extensively, commercial enterprises can and will always look for
ways to lower rates, IF THEY CAN, to a lower tier. As the present and proposed rate structure
is now constructed with only two tiers, reaching the first tier rates is nearly impossible unless
your consumption is just over the second tier break point. This is utterly useless. (ibid)

At least five tiers for larger meters is recommended, with two breakpoints below the chi-
squared mean for example near the 35% and 45% points, the third at 5% past the mean (55%),
and fourth and fifth, near the 65% and 80% points on the tail. The additional breakpoints on the
tail will provide significantly more revenue to the Company in Exhibit M-4. (ibid)

21
4.2.4 Consolidation of Miscellaneous Charges and Fees.
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Company, RUCO, and Staff Briefs.
The Company, RUCO and Staff Brief did not discuss miscellaneous charges and fees in

their Briefs, however, the Final Schedules presented various charges and fees for the different
water districts. Consolidation of these fees and charges was not discussed.

None of these charges and fees appears isolated by water district, however, the Company
is using different rates/fees for the same service at different water districts. If nothing else
happens in this rate case concerning consolidation, this is the easiest consolidation step. (ibid,
37)

Magruder Reply.
No standards are used for miscellaneous charges and rates, with significant differences

between charges for the same service in different water districts. (Magruder Brief, 19)
Miscellaneous customer costs that should be included and consolidated in this rate case

are in Table 13. (/bid and Table 6, 19-20)
It is probable that new water lines will be lengthy in rural areas. This party objects to having

existing customers funding ANY such developer's expenses. New customers must fund new
development, and not today's ratepayers, for the actual cost or line extensions and meters.
Service Line and Meter Installation Charges must also be borne by new customers. (ibid)

Meter Test and Re-reading Meter (when correct) need to account for higher vehicle fuel
costs, thus these were increased. Also increased were the cost for a check without specific

35
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Miscellaneous Customer Cost

Company's Magruder
Proposed

Charge

Variations in other water
districts' charges and fees
(present and proposed)

including Staff and RUCO
Present Charge Proposed

Charge

Establish, Re-establish, Re-connect
Fee

(Regular hours)
(Off hours)

$ 30.00
$ 40.00

$ 30.00
$ 40.00

$ 30.00
$ 60.00

$20tO$40
$20tO$60

Water Meter Test if correct $ 10.00 $ 10.00 $ 80.00 $10 to $81
Meter Re-read if correct $ 5.00 $ 5.00 $ 20.00 $5tO$25
Move Customer Meter NA NA Actual Cost NA or Actual Cost
Non-Sufficient Funds Check Charge $ 10.00 $ 10.00 $ 30.00 $10 to $25
Late Fee Charge 1.5%/ month 1 .5%/ month 3.0% /month NA to 1.5%/ month
Deferred Payment Finance Fee NA NA 1.5% /month NA to 1.5% /month
Residential Deposit 2 x average bill 2 x average bill
Non-Residential Deposit 2.5 x average bill 2.5 x average bill
Deposit Required (residential or
commercial), Interest on Deposit

In accordance with ACC Rule 14-2-403(B)

Service Line Charge
(Difference based on size of line)

$130 to $6,120 $156 to
$830, Actual

Actual Cost $370 to $1 ,620
to actual cost

Meter Installation Charge
(Difference based on size of line)

$370 to $1,630
$370 to
$1 ,890,
Actual

Actual Cost $130 to $6,130 to actual
costs (plus $120 for AMR)
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funds (NSF) to $30.00, a more commonly used fee. The Late Fee charge is raised to a simple
3.0% per month (36.0% APR), the maximum permissible interest rate. The Deferred Payment
Financing fee at 1.5% per month (18.0% APR) is half of the Late Fee charge. To obtain
deferred financing the ratepayer has committed to makeup unpaid bills to the Company and a
lower Deferred Payment Financing fee is fair and reasonable. This could help the Company
collect its fees and charges by discouraging higher costs for non-payment. (Ibid, 20, Table 6,
19-20)

Table 13. Present, Proposed, and a Standard for Miscellaneous Charges and Fees.

Specific areas that should be consolidated include:

1. General 84 Administrative (believed to have been completed)
2. Cost of Service and Volumetric Charges with more and standard tiers deployed
3. Arsenic treatment costs (service and volumetric) included in 2 above
4. Taxes, including social security and Medicare, and other Rate Base Costs
5. Service Line and Meter Installation Charge (change all to "actual cost")
6. Establish, Re-establish, and Re-connect fees during regular and off hours
7. Water Meter Test, (if correct) and Re-read the Meter (that is good)
8. Non-Suffieient Funds to check charges and Late fees, Deferred Payment

Finance Charge, Residential and Non-Residential Deposit Interest on Deposits
(ibid, 37)
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4.2.5 Consolidation of Rules and Regulations.

Company, RUCO and Staff Briefs.
There were no comments on Rules and Regulations in any of these Briefs.
Magruder Reply.
The Company's Rules and Regulations (R8=Rs), submitted, as a part of this rate case,

should be consolidated. In respond to a Magruder Data Request, these R8<Rs have not been
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translated into Spanish. (Magruder Brief, 28)1
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4.2.6 Impact of White Tanks Plant on Consolidation.
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Company Brief.
The Company's Brief argues that its White Tanks Plant proposal is "fair" and "will mitigate

rate shock and enable Rate Consolidation in the near future." (Company Brief at 19)
The Company continues that if its White Tanks Plant proposal were not approved, it would

have to file another rate case to put "the entire White Tanks Plant in rate base." (Company
Brief at 19)

The Company also uses the ACC Staff testimony by Mr. Becker who, under usual
conditions, would support such a request in the next Agua Fria district rate case. (Company
Brief at 19)

The Company concludes that this alternative would result in a "significant future rate
increase for Agua Fria customers" and "throw off the consolidation timeline" (see below)
(Company at 20)

. RUCO Brief.
In summary, RUCO recommends the "Commission should reject the Company's

proposal... associated with the White Tank plant in rate base." (RUCO Brief at 4)
Staff Brief.
"The Commission should reject the Company's request to include CWIP in rate base in

this case and any associated related adjustments to increase depreciation and property taxes
related to inclusion of CWlP in rate base should also be rejected." (Staff Brief at 7)

Magruder Reply.
It issue exists because the rates are NOT consolidated and as a result will be unfair, no

matter how determined without consolidation, to the ratepayers in Agua Fria water district. This
case can be described as a global "rate shock" due to the extraordinary rate increases
proposed by all but this party. (Magruder Brief, 41)

The issue of "when" to include this project should be in accordance with normal rate case
procedures with consolidated rates. Since we have multiple and different sized water districts,
any capital expense perturbation is unfair to the smaller division, as shown in Table 8. (ibid, 26,
Table 8, 29)

This party agrees with the Company on this issue this is unfair to the Agua Fria ratepayers.
Only after it is operational should this plant's cost go into a Consolidated rate base in order to
be fair to all customers, shareholders, and the Company when the other Arizona-American
water districts are integrated into Consolidated Rates and Fees. The prudently assessed
impacts of the White Tanks, like all capital projects, must be spread across all ratepayers in a
Consolidated Rate base, as just to those in Agua Fria water district is unfair and not
reasonable.26

27 4.2.7 Was adequate notice provided in this case to proceed with Consolidation?
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Company and RUCO Briefs.
This issue was not addressed.
Staff Brief.
Staff was concerned that notice in the instant case was not adequate to notify affected

ratepayers, particularly those customers of the districts that were not included, that a rate
increase (or decrease) was possible. (Staff Brief, 20)

Magruder Reply.
The Staff witness states "proper notice be given to customers affected by a rate

application" in accordance with Arizona Administrative Code R14-2-105(A) and that this notice
has not been given to "all the Company's customers". Staff recommends, "Rate Consolidation
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can not be undertaken in this docket." Further, he states "due process concerns require
proper notice be given." (Magruder Brief, 37)

This Rate Case Procedural Order required Notice of these hearing for this case be placed
in newspapers and in billing statement for all customers involved in this rate case. This
includes customers of all six water districts and one wastewater district that are impacted by
this case and excludes other Arizona-American two water districts and four wastewater district
customers not impacted by this case. Consolidation for the one-wastewater district has not
been considered. Therefore, only the six water districts are being considered for consolidation
and all their customers were properly "noticed" in accordance with the ACC Regulations. The
Company also has reported compliance with the Rate Case Procedural Order. (/bid)

This notice included: "The Commission is not bound by the proposals made by Arizona-
American, Staff, or any interveners, therefore, the final rates approved by the Commission may
be higher or lower than the rates requested by Arizona-American." (Ibid, 38-39)

It appears obvious the Commission may make any changes it deems appropriate and legal
as the final result of any and all rate cases. In my opinion, there is absolutely nothing is this
notice that would "prohibit" consolidation of these six water districts in THIS rate case. Further,
A.A.C. regulations R14-2-105(A) have been met. Therefore, there is no reason why
consolidation cannot be implemented based on Notice for these six water companies, without
additional "Notice". (/bid, 39)

In this party's opinion, rate consolidation of the six water districts in this case is within the
Notice requirements of the A.A.C. and other statutes. All other Company water districts have
never been a consideration by this party.

16 4.2.8 All Urge Consolidation to Proceed with Caution.
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Company Brief.
Mr. Towsley supports consolidation "as long at consolidation does not cause further

financial harm to the Company." (Company Brief, 6)
He also has some concerns with rate consolidation. The practicalities of district

consolidation present significant challenges to both the Commission and Arizona-American.
For instance, average customer water bills across Arizona-American's systems range from
about $12 per month in Sun City to about $70 in Paradise Valley." Some of these "differences
are due to net-plant investment and O&M expense per customer between districts. Proposals
for the short term are likely to cause significant public and political consternation. Arizona-
American will not support consolidation if the result were to delay rate relief, or otherwise harm
the Company." (ibid, 49-50)

RUCO Brief.
RUCO "believes the batter approach would be to consider the [consolidation] issue when

all of the districts are the subject of a rate case. This would provide the Commission with the
opportunity to consider all the factors necessary to make the best decision. These factors
include, but are not limited to, the operational and financial information of all the Districts, the
interconnectivity of the systems, and the financial impact on each system. it would also
mitigate some of the unintended consequences that will result should the Commission make
the decision at this time." (RUCO Brief at 15-16)

Staff Brief.
The Staff feels rate consolidation is a complex issue that has both public and policy

ramifications and recommends that before undertaking rate consolidation, the Commission
establish certain criteria regarding public health and safety, proximity, economics of scale and
rate shock. (Staff Brief, 20)

For Arizona-American, with differing rates among its districts, rates for some customers will
decrease while rates for others will increase for others. (/bid)34
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Before undertaking consolidation, the Company would have to undertake significant public
outreach to educate its customers on the issue, something that did not happen within the
confines of the instant case. (ibid)

Staff recommends that the Commission carefully consider all aspects and impacts that
could result from consolidation in an effort to avoid unintended consequences. (Ibid)

Staff testimony addressed areas where work remains before rate consolidation, including:
1. How to deal with different number of, and break point for, rate tiers across the districts.
2. How to account for differing uses of water for irrigation in different districts, particularly

in the Paradise Valley Water District.
Whether to consolidate commercial rates at the same time.
Whether returns on customer classes as a result of cost of service studies are or
should be the same in the different districts.

5. How to maximize public input, including whether to hold workshops.
6. How to educate the public about the pros and cons of rate consolidation.
7. How Staff, RUCO, and other parties would participate in the public process.
8. Whether to flash cut to consolidated rates or to phase them in.
9. Whether to consolidate sewer rates at the same time that water rates are consolidated.
10. What economics of scale would result from consolidation? (Company Brief, 50)
These criteria are sound and should be evaluated during a consolidation application

review. (Ibid, 40)
Magruder Replv.
This party agrees but some of these concerns have been overtaken by events. Going

through all of these from Company, RUCO to Staff, we see the following:
a. Financial harm. First, rate structure variations are all revenue neutral. Rate

consolidation should not impact revenue and do financial harm.
b. Average water bill differences. These differences are mild when compared to the

variations in rates being proposed in this case, see Table 1 at 10, Table 2 at 11, Tables
3 and 4 at 13, Table 5 at 16, Table 7 at 21, Tables 8 and 9 at 22, Table 10 at 23,
Tables 11 and 12 at 24, and Table 13 at 26 that show much more significant variations
without any rationale in this case.
Net plant investment differences. These are due to many factors, but as indicated by
Mr. Herbert, consolidation is the only solution to smooth out high swings in rates. "The
cost of specific programs should be shared by all customers rather than burdening
those of the affected area. Rate increases will be more stable and major increases in
specific tariff groups will be avoided. "(Magruder Brief, 29)

d. O8~M expense differences. These are due to many factors, but as indicated by Mr.
Herbert, consolidation is the only solution to smooth out high swings in rates.
(Magruder Brief, 29)

e. Public and political consternation. This company presently has a terrible reputation by
its customers, mostly because of the extremely high rate changes requested in its rate
cases. Personally, I doubt if it could be worse, so concerns about "consternation" are
understandable but in reality mute. Therefore, since consolidation will "smooth out" and
"equalize" the bothersome peaks and valleys ratepayers now perceive, there could be
no better time than the present to consolidate from this view point. (ibid, 40)

f. Rate relief timing. This company perceives that "any" delay in obtaining the increased
rates requested in this case will have terrible consequences involving reduced
spending on capital projects, personnel reductions, and equipment maintenance due to
losing parent company and shareholder support. This case has taken over a year so
far with new rates not expected prior to September 2009. In my opinion, a few
additional months to really settle the unjust and unfair rates now being implemented
are worth the longer-term benefits for shareholders, customers, company integrated
work, and regulatory agencies.
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g, Consolidate when all of the districts are the subjects of a rate case. At present, 5 of 7
water districts are represented, required Company revenues and test year expenses
adjudicated, and necessary financial basis determined, a requirement prior to
determine how to collect this revenue.Rate consolidation is revenue neutral. To
expend hundreds of thousands of dollars in a future rate case, manpower that has
been used in this case, and the necessary audits at some future date, is not cost-
effective and delays are benefits of consolidation. There is no need to have all 7 water
districts in the same rate case to consolidate these 5 districts. The proposed result will
be one large water district (of the 5 herein) that will consolidate with the remaining two
later. Three entities will be in the second rate case, not 7, again with consolidation
benefits already incorporated for the original 5 districts. Thus, the addition of two
smaller districts, as shown time and time again in my analyses, to the larger district will
result in less impacts on the larger district and greater on the smaller ones, as they
converge into one integrated water company. The cost of 7 rate cases is greater than
to consolidate 3 rate cases.

h. All districts in one case provide an opportunity to consider all the factors necessary to
make the best decision. By having a two-step consolidation approach, as just explained
above, does not mean nor imply "all" operational and financial factors are considered
but over two cases (this one and one for the remaining districts), not in one larger
future and much more expensive rate case.
Consideration of interconnectivity of systems is necessary for consolidation. This
involves expenses of connecting to different water districts but is not an essential
element of rate consolidation. Both the Company's Mr. Hebert and Staff agree that
interconnectivity is NOT required for consolidation, but is a nice to have feature, if
possible. (Magruder Brief, 31 and 39)
Unintended consequences of consolidation. First, all decisions may have such
consequences, however, the Staff has listed at least 10 such considerations that are
discussed below. (Company Brief at 50)

k. Commission establishes certain criteria regarding public health and safety, proximity,
and economies of scale and rate shock.
with consolidation. Proximity, as indicated in l" above, is not a factor in consolidating.
Economics of scale is a benefit for many parties, should be a positive outcome,
however, having the Commission pre-determine this as a "criteria" for consolidation will
not be known until after the consolidation plan is finished. Rate shock occurred long
ago, and then the Company submitted its original and revised applications. Any
customer, who has a proposed rate increase of over 15%, will have rate shock, at least
80% of the customers in these five districts. Only through rate consolidation will "rate
shock" be diminished.
Some customers will have rate increases and others decrease with consolidation. As
shown, the degree of change is related to the customer base size. Larger divisions will
have smaller changes, smaller divisions larger changes, with the resultant changes
more beneficial for the smaller divisions as rates become smoother for all.

m. Company needs to take significant public outreach prior to consolidation. The public is
presently furious and ill informed about utility rates, not only water, but
communications, electric, and gas rate structures. The terms used for each are all
different and very confusing as additional "mechanisms" and surcharges only add
confusion. Very few understand the fundamentals of the process and rate
determination mechanisms used by the Commission, as this is my fifth rate case, in a
continuum of learning, l'm in the fifth grade with graduation a long time away. Extensive
public outreach has problems in that some small factor maybe blown out of proportion.
For example, the Magruder proposed rates will decrease the majority of these on Sun
City West who are the loudest objectors to consolidation and rate tiers l have
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proposed. Even after explaining, during breaks in this case, understanding that the
resultant is lower rates is not understood. Facts need to be published in billing
statements that are clear, understandable showing impacts. Educating the public to
accept change is challenging and may never be effective.

n. Number of breakpoints and tiers (1). This issue is the heart of consolidation. Many tiers
are necessary due to varying demands. Price signals are required. Consumption levels
in each district are drivers. As accomplished by RUCO, this can be developed in a fair
and reasonable manner.

o. Irrigation water differences (2). Arizona-American is a water company, not an
agriculture irrigation district, and as such, is required to deliver safe, potable water.
Irrigation water should not be a separate rate category unless used for agriculture, but
integrated in the residential/commercial rate categories. The same goes for "fire" water.

p. Consolidate residential and commercial at the same time (3). This party feels that the
company's revenue requires both to be consolidated at the same time. In fact, there
many are some trades between these two rate classes when consolidating rates.

q. Cost of Service at water district or consolidated level (4). As strongly advocated by the
Company's rate structure witness, Mr. Herbert, cost of service must be integrated
across the entire customer base, not for each small, individual entity, in order to be fair
and reasonable. (Magruder Brief, 31)

r. Maximize public input and decide to hold workshops (5). This is a Company decision
but will add to rate case costs. See "m" above.
Educate the public about the pros and cons of rate consolidation (6). in my opinion,
only as small number of the public will understand this, as stated in "m" above.
Participation of Staff, RUCO and other parties in the pubic process (7). Unless
prohibited by statue, all knowledgeable-parties should participate.

u. Flash-cut or phase in consolidated rates (8). As is clear in Mr. Herbert's writing, without
consolidation, rates are NOT FAIR. Fairness requires remediation of unfair,
unconsolidated rates. The multi-phase approach took 50-years for a recent electric rate
consolidate, with a half-century of unfair rates.
Consolidate sewage and water together or separately (9). As these are different
businesses, separate consolidation cases are appropriate.

w. Economics of Scale due to Consolidation (10). See "k" above.

4.2.9 When and How to Consolidate.
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Company Brief.
Because of the complexities and potential for unintended consequences, the Company's

position is that rate consolidation must be analyzed though a proceeding focusing solely on
consolidation issues. (Company Brief, 51)

The Company intends to do the following in a separate and nearly parallel process with its
Next Rate Case:
1. Open a separate Rate Consolidation Docket including all of its districts focusing solely on

rate consolidation.
2. Request the Commission to re-open this Rate Case and the Next Rate Case under A.R.S

§40-252, solely for the purpose of re-examining the rate design consistent with resolution
of the Rate Consolidation Docket.

3. If a new rate design were ordered as part of the Rate Case Docket, the A.R.S. §40-252
procedure would allow the final order in this 2008 Rate Case and the final order in the Next
Rate Case to be amended solely to adjust rate design.

4. The Commission must rely on the summation of the individual districts' revenue
requirements found in the 2008 Rate Case Order and in the Next Rate Case Decision as a
basis for new rate design consolidating rates in some or all districts.
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5. This procedure would allow the Commission to fully examine Rate Consolidation as a
basis for a new rate design consolidating rates in some or all districts.

6. This procedure would allow the Commission to fully examine Rate Consolidation while at
the same time allow the Company to implement new rates in each of its divisions on an
unconsolidated basis, necessary in the interim to ensure the Company's continued
financial health and stability.

7. The Company is willing to support the above actions as best as possible in a manner
consistent with completion of the Next Rate Case and Rate Consolidation by December
2010. However, the Company can only control the timing of initial application filings, it has
only limited influence on subsequent procedural dates. (Company Brief, 51)
RUCO Brief.
In this case, the Commission is considering only 7 of the 13 water and wastewater districts.

From RUCO's perspective, this does not make sense to consider only 7 districts at this time.
RUCO believes the better approach would be to consider the issue when all districts are the
subjects of a rate case to provide the Commission the opportunity to consider all the factors
necessary to make the best decision. (RUCO Brief, 15-16)

Staff Brief.
The Staff recommendation in Mr. Abinah's testimony is that
"The Commission order Arizona-American, in its next rate case, to propose detailed
rate consolidation and/or system interconnection plans where the Company believes it
is technically and financially feasible." (Magruder Brief, 40)
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Staff defines "rate consolidation", also known as Single Tariff Prices (STP) as
"The use of a unified rate structure for multiple utility systems that are owned and
operated by a single ut i l i ty, but that may not be contiguous or physically
interconnected." (ibid)

Similar to the Company's Mr. Herbert, we see Mr. Abinah support consolidation even if the
water districts are not contiguous or interconnected. In fact, Staff feels that rate consolidation
or STP even when not physically interconnected. (ibid)

During Mr. Abinah's oral testimony he suggested that a 12 to 18 month plan be developed
leading toward consolidation in one rate case for all districts. Under cross-examination, it
appears this is a bit optimistic as this party urged not to spend 50 years consolidate his electric
company. He is and rightfully concerned about unintended consequences including analysis of
these factors during a consolidation application review, to include as minimum criteria:

a. Public health and safety.
b. Proximity and location.
c. Community of interest.
d. Economies of scale/rate case expense.
e. Price shock and mitigation including a low-income program
f. Public policy.
g, Other jurisdictions and municipalities. (Magruder Brief, 39-40)

[These factors were discussed above]
Magruder Reply.
In general, this party supports the Company's position in its Brief.
Specific areas that should be consolidated include:
1. General & Administrative (completed)
2. Cost of Service and Volumetric Charges so that more tiers be deployed
3. Arsenic treatment costs
4. Taxes, including social security and Medicare
5. Service Line and Meter Installation Charges (change all to "actual cost")
6. Establish, Re-establish, and re-connect fees during regular and off hours
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7. Water Meter Test (if correct) and Re-read the Meter (that is good)
8. Miscellaneous Charges and Fees including Non-Sufficient Funds to check charges and

Late fees, Deferred Payment Finance Charge, Residential and Non-Residential
Deposit Interest on Deposits. (Magruder Brief, 37)

In addition, the Company's Rules and Regulations (R&Rs), submitted as part of this rate
case, should be consolidated into one document, and also made available in Spanish. (ibid)

The published works by the Company's witness, Mr. Paul Herbert, should be used as a
foundation for consolidation. (ibid, 1[4.2.3.1, 29-31 )

This is not a single or a selected group of water districts issue. All water districts should be
consolidated into a single tariff for all water districts and one single tariff for all sewage water
districts throughout the entire Company. (ibid, 29)

In general, all RUCO, Staff and Company testimonies all support tiered rate structures and
rate consolidation. There were no recommendations against consolidation, however, when and
the level or degrees of consolidation are where differences lie. (Ibid)

First, Mr. Herbert uses "rate equalization" instead of "consolidation" defined as follows:
"Rate equalization or single tariff pricing is the use of the same rates for the same

service rendered by a water company regardless of the customer's location." (/bid)

Second, Mr. Herbert made very clear the basis for his definition of "rate equalization"
(consolidation) as follows:

"Rate equalization is based on the long-term rate stability which results from a
single tariff, the operating characteristics of the tariff's groups, the equivalence of
services offered, the cost of service on a tariff group basis, and the principle of
gradualism." (/bid)

Third, Mr. Herbert explained how rate equalization provided long-term stability for several
areas, that also defines the situation here including the arsenic and White Tanks issues in
Arizona, as follows:

"Utility customer rates are dependent on the total expenses and rate base of the
utility and the amount of the commodity which the utility sells. Changes in rate base,
particularly, as the result of the Safe Drinking Water Act, have significant potential for
adversely impacting the rates for certain areas within a utility.

"The ability to absorb the cost of such projects over a larger customer base is a
compelling argument in support of rate equalization. Capital programs will never be
uniform in the several operating areas, even over periods of 5 to 10 years. The cost of
specific programs should be shared by all customers rather than burdening those of
the affected areas. Rate increases will be more stable and malor increases in specific
tariff groups will be avoided."5 [Underlined for emphasis] (In/d)

The impacts that Mr. Herbert's approach would have on this case include:
• Consolidate all capital and other costs into one account, shared equally using one set of

rate categories for all customers.
This would "equalize" or level out, the ups/downs in all Arizona-American water districts.
This reduces the rate complexity in these six very divergent, non-coordinated, and
discombobulated rate cases to one rate base and case for all customers.
By combing ledgers into a consolidated ledger, accounting would be easier, Company's
administrative costs lower, and thus reduce long-term ratepayer costs. (/bid, 29-30)
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In summary, this approach presents a fair and reasonable methodology to share capital
and other costs across all similar customers. If Consolidated Rates were fully implemented, as
recommended by Mr. Herbert, all customers and the Company benefit. The Commission and .
RUCO also benefit by being able to concentrate on one set of books instead of many. (ibid,
30)

Separation of "water" and "waste water" into two tariffs is assumed. (ibid)
Mr. Hebert's "rate equalization" process considers similarities to consider when handling

the various operating characteristics in the various water districts. Mr. Herbert discusses this in
terms of similarities, as follows:

"There are many similarities in the manner in which the several areas [such as
Arizona water districts] are operated. All the systems pump their treated water through
transmission lines to distribution areas that include mains, booster pump stations and
storage facilities. All of the areas rely on a centralized work force for billing, accounting,
engineering, administration, and regulatory matters. All of the areas rely on a common
source of funds for financing working capital and plant construction. Inasmuch as the
costs of operation are related to functions in which the operating characteristics are the
same, the use of equal rates is supported." (ibid, original underlined)

Mr. Herbert has shown O8¢M activities, in general, are similar for the long-term, thus
consolidation is appropriate. Many of these functions are already consolidated by Arizona-
American, however, they are then "De-consolidated," using traditional separate division-
oriented formulae, to allocate these costs back to various water and sewage water divisions.
(ibid)

His explanation of how equivalence of offered services supports consolidation by providing
directly applicable evidence those noncontiguous service areas, such as the Arizona-American
districts, should consolidate rates, by stating:

"The use of the same rates in a utility with noncontiguous service areas is
supported by the equivalent service rendered in each area. Although there would be
considerable debate with respect to the equivalency of the service rendered to different
customer classifications, there is no question that the service rendered to a residence
in one area is the same as the service rendered to a residence in another area.
Residential customers are relatively consistent in their uses of water: cooking, bathing,
cleaning and other sanitary purposes, and lawn sprinkling. If customers use water for
the same purposes, the service offering is the same and should be priced accordingly.
Thus, from this perspective, there is no basis for charging different prices to customers
in different areas." [Underlined for emphasis] (/bid, original underlined)

Mr. Herbert resolves if variances in allocated cost of tariff groups warrant the use of
separate rate schedules as follows:

"No, they do not. Charging one group of customers' higher rates because they may be
served by a newer plant whose original cost exceeds that of other plants as a result of
inflation is not logical. The concepts previously discussed outweigh this consideration
and justify the goal of moving toward a single tariff. The electric industry reflects such
concepts when it serves customers in geographically dispersed areas. A kilowatt-hour
delivered in one area has the same price as a kilowatt-hour delivered in another area
despite the fact that cost of service studies could be performed to identify differences in
the cost of providing service to customers classes in different regions." (ibid, 30-31 )
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There is recent Arizona precedence for Mr. Herbert's comments concerning consolidation
of electric rates. In the UNS Electric rate case, the residential and small business rates in
Mohave and Santa Cruz County were consolidated, to eliminate five decades of higher rates in
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the smaller county, as I testified there "is no valid basis for continuing separate rates." (ibid,
31)

This water rate case has exactly the same issue but is compounded by many different
tariffs.

Other Cost of Service considerations that Mr. Herbert state support rate consolidation:

"The Company [including Arizona-American] has taken a number of steps in recent
years to centralize and consolidate its operations. Common costs which must be
assigned or allocated to each operating area to establish tariff  group revenue
requirements include management fees, corporate headquarters costs, office costs,
customer service costs, depreciation expense developed on the basis of Company-
wide depreciation rates and income tax expense based on total Company financing
and tax provisions. The allocation of common costs, while reasonable, are subject to
judgment and may not result in the development of tariff group revenue requirements
which reflect precisely the cost of serving each area." (ibid)

Mr. Herbert discusses how a single tariff will result in higher rate increases in areas where
the rates are lower. Conversely, a single tariff will have smaller rate increases in areas where
rates are higher. This balancing, equalizing or consolidation, makes rates fair and reasonable.
(ibid, original underlined)

In summary, Mr. Herbert summary supports this rate equalization analysis and suggests it
be done using gradualism principles, that is, over several rate cases. He specifically stated:

"Rate equalization is appropriate for New Jersey-American. Such pricing is supported
by considerations of the benefits of sharing the impact of capital programs on a
Company-wide basis, the significant majority of common costs, the equivalent service
rendered, electric industry precedent and the per capita income of  af fected
communities. The best interests of the customers are served through gradualism by
continuing to implement rate equalization during this case and in subsequent cases."
(/bid)

4.3 Conclusions.
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With respect to his concerns, Mr. Townsely is first and foremost concerned about any short-
term delay. As a ratepayer, it is the long-term cost for quality service that impacts ratepayers
than the Company's financial conditions.

It is my opinion, that RUCO, Staff and the Company can produce Consolidated Rate
Schedules for review and comparison, as a separate effort, after this case concludes. The
Company's Closing Brief position on this is appropriate. This provides at least three
independent views for review, cross-examination, and full-disclosure in public hearings
according to a new consolidated rate case schedule.

Concern is about the public and political impacts of Consolidation are, in my opinion, minor
when compared to the proposed gains by the Company. Public relations damage has occurred.
This case has a record number of water company customer complaints. The public couldn't be
more upset than they are right now. .

This party considers "consolidation" to means equalize or make level, all elements involved
in efficiently running this business. All rate cases end with a determination of a fair and
reasonable rate of return for the Company based on a total revenue stream from the
ratepayers. The total revenue requirements must be raised from customers, with fixed (service
cost) and variable (volumetric rates) customer charges for different rate classes based on
"meter" size.
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It is concluded that the following are necessary to most effectively consolidate:

1. Consolidate all "fixed" charges into one Service Charge for each customer category,
with one customer category for each meter class, combining residential and commercial rate
classes.

2. Consolidate all "variable" or volumetric rates in to one set of rates for each customer
category for each meter class. An inclined reverse block rate structure, with adequate number
of blocks be developed to ensure all customers can "see" and have an opportunity to reduce
consumption by reaching the next lower rate block. At least ten such blocks should be
designed, including lower rates for the lowest rate block and significantly higher rates for
highest consumption customers in each rate category as a water conservation measure. There
should be at least a 100% difference between the lowest and highest rates in each rate
category. The lowest rate block should be described for Lower Income customers and
publicized as such.

3. Consolidate all miscellaneous "charges and fees" into one schedule for all customers.
4. Consolidate "rules and regulations" into one streamlined, easy to read, document in

English and Spanish, available for customers during initial interviews, the web, and in all
offices.

5. Consolidate all revenue into one consolidated account (retaining water districts
accounting is encouraged) when presenting future rate cases. Revenue will be determined for
the consolidated account and not allocated to water districts as a rate making measure.

6. Consider completing the ISO 9000 (Quality Management) qualification process for all
divisions with an aim to integrate all company policies and practices, and consider qualifying
under ISO 14000 (Environment Management) as a bonus. The additional funds for this are
embedded in the "consolidation" incentive part of this rate case to assist this effort.

This party does not support the SBC process recommended by the Company as SBC is
NOT understood by ratepayers, sets up additional accounting procedures, and finally this
Commission has recently resolved a most challenging and grueling experience in eliminating
the SBC by a major electric utility. It was an ugly show that neither I nor anyone else who wants
Arizona-American to be successful would wish on their worst enemy. The .SBC
recommendation is a partial solution when a complete "accounting reset" must be
accomplished that will improve Arizona-American. The Test Year plus equipment changes
provides the Company the solid foundation and basis right now to start the Consolidation
process. Don't wait for later, it maybe too late.

4.4 Recommendations.
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I strongly urge the Commission

1. Order this rate case be re-opened to review consolidated financial data for Consolidated
Rates and order the Company to consolidate all aspects of these six water districts immediately
after the rates being proposed are approved for implementation, and

2. To require the unconsolidated water divisions in a future rate case to fully consolidate
with the Company, as a single fully integrated company instead of individual inefficient smaller,
uncoordinated, unconsolidated companies, and

3. To Increase the Company's ROI at 1 to 2 percentage points, as a bonus, above what it
would normally award.in this case to reflect the higher risk and potential additional benefits to
help reward the Company reorganize into a better entity and become ISO 9000 certified.

Without #3 above, in my opinion, the energies necessary to respond effectively to these
demands may have less importance to upper management as success has smaller reward.

By making bold, objective and obviously beneficial changes now. consolidation will improve
the entire company, and all ratepayers will benefit in the long-term.
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The present situation is deplorable, almost dysfunctional and is surely not impressive to
potential investors, actual shareholders and today's nervous financial community.

A strong, united, and more efficient consolidated operation attracts investors, while
continuation of the present situation may continue to repel them.

I support such action as a result of this rate case with periodic status reports to the
Commission and parties as to "lessons learned" so early mistakes in the consolidation are
transparent and the best corrective action measures, with support by the Staff, as necessary, to
make Arizona-American Water Company the best in Arizona and the Western United States.
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Exhibit MM-2

Excerpt from the Marshall Magruder Reply Brief of 15 May 2009 in Commission Docket No.
WISW-010303A-09-0227, pages 8 to 14,

Section 2, Conservation as a Significant Driver of Water Volumetric Rates"

1. It should be noted that this excerpt used revenue and rate data from the First Rate Case

that has been modified for this case, therefore, please see the basic testimony for actual

numerical values and consider those in this excerpt as representative examples of the

important principles herein.

2. The pagination and footnotes were not changed to match the original.

Quote:

Section 2

ISSUE no. 1

CONSERVATION AS A SIGNIFICANT DRIVER OF WATER VOLUMETRIC RATES

2.1 Summary of Issue No. 1.

The results of rate structure design are revenue-neutral for the Company with obvious
"price signals" so ratepayers can actually make behavior changes required to reduce their
water demands and conserve water. (Magruder Brief, 12)

A rate structure with frequent price changes provides an opportunity so customers can
clearly see "price signals" by the proposed ten-tier inverse rate block structure. It has price-
breaks at 4,000-gallon intervals for residential (5/8 8t 3/4-inch) and the smallest commercial
customers. This stair-stepped, increasing rate process is necessary for every rate category,
including commercial categories. A nearby water-short company has much higher rates than
Arizona-American, especially for its highest consuming ratepayers. (ibid, 12, footnote 5)

The principle used by this party is that customers who use the least amount of water pay
the lowest rates and conversely for the highest consuming customers, the highest rates. (ibid,
13)

A significant difference between these extremes is an important feature, to show the
strength of price to influence consumption. When consolidation is considered, ten or more rate
tiered structure can provide important impacts for fairness and reasonableness. (ibid)

The lowest rate tiers, with the lowest rates, provide a "low-income" measure, as the
company's rate structure has no minimal or low-income rates. (ibid)

No other Party presented a rate structure with significant differences between the lowest to
highest rate differences, however, the Staff Alternative Rate Design for Tubac testimony was
closest to this party's. None proposed more than two tiers for commercial customers, which
means only one break point exists as a price signal that might already have been exceeded or
reaching that demand break point is beyond reason. (ibid)

This issue consists of two parts, the Service Charge and the Consumption (volumetric)
rates. The Service Charge passes the overall infrastructure fixed costs to customers and the
volumetric rates are based on water consumed. The combination of these two must be rate-
neutral so the Company's revenue is a fair rate of return on its investment. (ibid, 13)
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2.2 Reply to Post Hearing Opening Briefs.
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Commodity Usage Tiers
Magruder's
Proposed

Rates

Present
Rates

Company
Initial

Proposal

Company
Final

Proposal

Staff Final
Proposal

Staff
Alternative

RUCO
Final

Proposal

0 to 3,000 gallons $1.50 $ 1.89 $ 3.78 $ 3.400 $ 2.67 $ 1.90 $ 3.4341

3,001 to 10,000 gallons

$ 3.00
$ 3.4341First 4,000 gallons $1.50 $ 1.89 $ 3.78 $ 3,400

$ 4.4062

4,001 to 8,000 gallons $ 2.00

$ 2.85 $ 4.85 $ 4.800 $4.158,001 to12, 000 gallons $ 2.50

s 4.0010,001 to 20, 000 gallons
12,001 to 16,000 gallons $ 3.00

2.1.1 Proposed Additional "Price Signal" Breakpoints in the Commodity Rate Structures.1
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Company Brief.
In section "Tubae Rate Design" the Company stated Magruder proposed "many more rate

blocks, with severe inverted block rates" for the Tubae Water District. (Company Brief, 52)
Further, Arizona-American opposed the Magruder proposal and "will respond further in its

reply brief." (/bid) [Note: This makes a reply herein rather challenging.]
RUCO and Briefs.
Neither discussed additional breakpoints in rate structures.
Magruder Reply.
Magruder testimonies determined a rate structure with a reasonable Service Charge plus

multiple tiers with clear, obvious, observable and attainable "price break points" so customers
reduce their costs by reducing their consumption. (Magruder Brief, 13)

"The Tubac Water District was used throughout as an example, however, all resultant
conclusions and recommendations are company-wide, and specifically only for the six water
districts in this case." (ibid, 13, underlined original)

The Company missed this point.
The Magruder-proposed ten-tiered rate block process is for use with ALL rate classes and

categories for all six water districts. Each rate class (residential, commercial) and category (by
consumption) may have different rate block sizes and rates. (ibid, 12-13)

The Company in all its filings failed to demonstrate any understanding of sending price
signals as a way to conserve water. In Tubac and the other water districts herein, proposed
residential rates have wide variations and wide differences. (/bid, 20)

The Company does not understand the impact of a "price signal" or how to make
meaningful and fair rates to conserve critical water in a desert state that is not sustaining its
water table.

At least 100% difference should be used to send price signals between multiple tiers and
still be revenue neutral. (ibid, 14) Magruder used 400% for residential and small business
rates.

This Party's proposed consumption rates are based on lowering the rates for low volume
users and raising the rates for high volume water users. To make this effective, one must
ensure the customers can "see" the benefits of lower cost with lower water consumption.
These "price signals" must be visible and must be attainable or using the inverse rate block
structure has no other major purpose. (Ibid, 17, emphasis added)

In Table 1, major differences in the proposed residential rate schedules for the example
water district are shown. The same type of differences also exists for the other districts. (ibid,
17, and Table 3)

The Magruder proposed rates are clear, obvious and progressively increase with
consumption. NO logical rationale has been presented or may exist for the major differences
and variances in volumetric rates and rate blocks being proposed. (ibid, 17)

Table 1. Present and Proposed Tubac Residential Rate Commodity Tiers and Rate Schedules
(Per 1,000 gallons
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Commodity Usage Tiers
Magruder's
Proposed

Rates

Present
Rates

Company
Initial

Proposal

Company
Final

Proposal

Staff Final
Proposal

Staff
Alternative

RUCO
Final

Proposal
16,001 to 20,000 gallons $ 3.50
20,001 to 24,000 gallons $ 4.00

$ 3.41 $ 4.95 $ 5.500 $ 5.25 $ 6.00 $ 4.4971
24,001 to 28,000 gallons $ 4.50
28,001 to 32,000 gallons $ 5.00
36,001 to 40,000 gallons $ 5.50
40,001 gallons and above $ 6.00

Numerous price-break points are required for a wide range of consumption. As shown in
this table, ten tiers or rate blocks were proposed for ALL rate categories. All customers,
residential and commercial, should be able to see and be rewarded with lower water usage
costs for conserving water in our state. (ibid, 17, original underlined)

The RUCO and Staff rate structure proposals have weak price signals compared to this
party. The Staff's Final (Alternative) Rate Structure 4-Tier, for Tubac is the closest proposed to
send price signals. A 5-Tier structure proposed for Paradise Valley has such large water
volume differences between steps (up to 60,000 gallons) that inhibit any customer to reduce
demand by one step to a lower water rate. (ibid, 20-21 )

The Company appears to have not considered water conservation important in rate design.

At least 100% difference between lowest and highest rates should be used to send price
signals with multiple tiers and remain revenue neutral. Magruder proposed a 400% difference
in residential rates, from $1.50/1000 gallons and to $6.00/1000 gallons. (ibid, 14)

Cost of Service is a fixed charge and is not intended to provide customers a "price signal"
to encourage water conservation. The Company, RUCO, and Staff have proposed significant
increases in this charge. Table 2 has illustrative data for Tubac, the water district with highest
The Tubac Cost of Service. These proposals illustrate these wide variations without
explanation.

Further, the Cost of Service rate categories should be based only on size of the
interconnection and be identical for Residential and Commercial rate types (with same sized
connection). Since the amount of water demand is determined by infrastructure size to serve a
customer, there should be NO difference in Cost of Service for residential and commercial
customers with the same-size meter connection. (ibid, 15)

The Magruder residential cost of service proposal is for all water districts. (ibid, 14)

Customer
Type

Rate Category Present
Company

Initial
Company

Final
RUCO
Final

ACC Staff
Alternative

Staff
Final

Magruder
Proposal

Number of
Customers

Residential

5/8 &
3/4-in F1M1A $ 19.68 $32.50 $ 31.00 $ 29.53 $24.00 $ 32.50 $25.00 461

1-inch F1M1B s 29.63 $ 48.93 $ 46.67 $ 44.45 $72.00 $ 48.63 $50.00 41

2-inch F1M1D $97.49 $161.00 $153.57 $146.27 $224.00 $161.00 $100.00 3

3-inch F1M1E $115.65 $190.99 $182.17 $173.52 $448.00 $190.99 $150.00 1

Total Residential Customers 489

Commercial

5/8 &
3/4-in F2M1A $ 19.68 $ 32.50 $ 31.00 s 29.53 $24.00 $ 32.50 $ 25.00 47

1-inch F2M1B $ 29.63 $ 48.93 $ 46.67 $ 44.45 $72.00 $ 48.63 $ 50.00 16

1%-in F2M1C $ 59.26 $ 97.66 $ 93.35 $ 89.91 $140.00 $ 97.86 $ 15.00 2

2-inch F2M1D $ 97.49 $161.00 $153.57 $146.27 $224.00 $161.00 $ 100.00 10

Table 1. Present and Proposed Tubac Residential Rate Commodity Tiers and Rate Schedules
(Per 1,000 gallons)
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Table 2. Proposed Cost of Service Comparisons (Tubac Water District Example).
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Customer
Type

Rate Category Present Company
Initial

Company
Final

RUCO
Final

ACC Staff
Alternative

Staff
Final

Magruder
Proposal

Number of
Customers

3-inch F2M1E $115.65 $190.99 $182.17 $173.52 $448.00 $190.99 $ 150.00 4

Total Commercial Customers 78

Growth 5/8 &
3/4-in F1M1A Same at Residential F1 M1A 10

Total Customers 549

Water District

Average
Consumer

Water
Consumption

Proposed Cost per 1000 gallons for First 1,000 Gallons

Present Company
Initial

Company
Final

RUCO
Final

Staff
Alternative

Staff
Final Magruder

Sun City West 6,704 gallons $ 1.35 $ 2.880 $ 2.8734 $ 2.6929
Same as
Staff Final

$2.75 s 1.50
$ 1.84$ 2.2697 $ 1.50Agua Fria 7,400 gallons $ 1.53 $ 2.926 $ 2.9260

Mohave 8,073 gallons $ 0.85 $ 1.471 $ 1.3190 $1.1944 s 0.88 $ 1.50
$ 2.2741 $ 2.26 $ 150Havasu 9,705 gallons $ 1.68 $ 4.033 $ 3.4390

Tubac 10,757 gallons $ 1.89 $ 3.400 $ 3.7800 $ 3.4341 $ 1.90 $ 1.89 $ 1.50

Paradise Valley 20,493 gallons $1.21 $ 1.223 $ 1.2130 $1.3119
$1 .200-
$ 1.050

$ 1.41 $ 1.50

$8.51 $15.9333 $15.5504 $13.1771 $ 11.0400 $9.00

Average for 6
water districts

10,522 gallons $5.4186 $ 2.6555 s 2.5917 $ 2.6350 $ 1.8400 $ 1.5000

Total for 6 water
districts

63,132 gallons

Table 2. Proposed Cost of Service Comparisons (Tubac Water District Example).

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

The Company, RUCO and Staff proposed significant Cost of Service differences for
customer types. (ibid, 15)

Significant variations in proposed Cost of Service in this example water district vary for
small residential/commercial customers. This pales if compared to 3-inch
residential/commercial customer change. The Staff Alternative at $448.00 greatly exceeds the
$191 .00 charge proposed by the others, therefore, this appears to be an error, along with the
2-inch Cost of Service proposed in the Staff Alternative. (ibid, 15)

Significant differences in the basic Cost of Service exist in each water district to provide the
same product, to meet the same standards, using the same engineering and operations staffs,
and the same administrative personnel. In addition, proposed increases vary from $0.25 for
Mohave (Staff) to $12.82 for Tubac (Company Final). (ibid, pp. 15-25, Table 2)

These unstable and unfair fixed charges must be reviewed for consolidation to accomplish
long-term leveling. This will eliminate the peaks and valleys in the existing Cost of Service
charges, and will greatly improve the public relations for the Company. These cost swings will
continue until consolidation is complete, as all water districts require major capital
improvements, at various asynchronous times that make these large cost swings. (ibid, 16)

The six water districts in this case have the average monthly consumption for residential
customers shown in Table 3. Also shown are present, Company initial and final proposed
costs for the first 1,000 gallons in the First Tier. Except for the Staff's Alternative Rate Design
for Tubac, all water district rates use the first 4,000 gallons for the First Tier. (ibid, 18, Table 4,
19)

Table 3 - Average Residential Consumption and Initial Cost Proposals for First, 1,000 Gallons.
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Table 3 provides the average water consumption per residential customers by water
district. In general, Sun City West has the lowest consumption at 6,704 gallons per customer,
and increasing approximately 1,000 gallons a month, for Agua Fria, Mohave, Havasu, and
Tubac at 11,757 gallons per average customer. These are tightly grouped compared to
Paradise Valley with an average customer using almost 20,500 gallons per month. (ibid)
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Billing Item Present Compaq/ Original Proposal Magruder Proposal
Charge Change Change

Cost of Service $19.68 $32.50 + $12.82 + 62.8% $ 25.00 + $5.32 +25.4%
Average Usage $ 49.46 $85.44 + $35.98 +72.7% $ 26.50 - $22.96 -53.6%

Total Bill $ 69.14 $117.94 +$48.80 + 70.6% $ 51.50 .- $17.64 -24.5%

There is no correlation between Average Water Consumption and rate schedules. (ibid,
18)

The proposed rates in Table 3 vary from $0.88 for Mohave (Staff) to $4.033 for Havasu
(Company Final). The proposed Tubac rates vary between $1.41 (Staff) and $3.78/1,000
gallons (Company Final). There is no logical reason or has any rationale been provided in this
case that would lead to such a wide variance. (ibid, 18 and Table 4, 19)

As shown in Magruder Exhibit MM-6, with progressive tiers, the higher usage rates of
$6.00 (or capped at $5.00 for largest commercial due to economics of scale) provide
considerably more revenue for the Company than the present revenue from water usage. This
"extra" revenue is included to cushion an anticipated impact from customer conservation
measures to providing adequate revenue for the Company. (ibid, 18)

Table 4. Sample Tubac Residential Customer Bill Comparing Company and
Magruder Total Service Charge including Arsenic Surcharges.

Average Water Usage = 11,797 gallons

There is also second Cost of Service charge that is indirectly in this rate case planned for
Tubac to fund an arsenic treatment plant (Issue 2) with a capital cost of some $2.3 million. The
Basic Cost of Service charge could increase from the present $19.68 to Company's proposed
$32.50, shown in Table 4. Add the Company's proposed Arsenic Service Charge of $25.98, for
a proposed Total Cost of Service of $68.48 per month. It is doubtful if Cost of Service exceeds
$68.48 in Arizona for residential customers. As shown in Table 5 in the next section, this total
customer cost increase is 347% higher than the present. This is an excessive rate increase,
beyond the customary rate increases usually approved by the Commission. The most fair and
reasonable way for all water districts to above new, expensive and necessary capital
improvements is through rate consolidation to eliminate unintended consequences for the
smallest water districts. (ibid, 18 and Table 5, 19)

2.3 Conclusions.

Same as Magruder Opening Brief, paragraph 2.3.
The large variation in the fixed Cost of Service charge must be smoothed out, so the

Company can make all prudent capital expenses without causing violent perturbations to its
customers. This will lead to a consolidation recommendation later. (ibid, 21)

In summary, the proposed rate structures, other than Staff Alternative and mine, do NOT
promote water conservation, in an Active Management Area, where future growth is limited
based on the AMA requirements to maintain sustainability in water resources as required by the
Santa Cruz Comprehensive Plan, Water Resources Element, where "water supplies are
protected and conserved." (Ibid, 21)

Water conservation is necessary for a fair and reasonable rate structure. The evidence
presented remains valid that support this issue. Water conservation and sustainment remain
critical State of Arizona objectives and also is an objective of Arizona-American and the
Commission. (ibid, 21)
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2.4 Recommendations.

To have water conservation as a significant driver of the volumetric water rate, the
following are recommended:
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1. That the lowest residential rate tiers by credited as a mechanism to provide low-income
rates without additional administrative overhead. This should result in defining the first
rate tier also as the "low-income" or the survival rate level.

2. That a minimum of ten tiers be used for all residential and commercial rate categories.
This will require only an adjustment of "how" the revenue requirements will be
distributed to the customer rate categories when higher users pay more, lower user pay
less.

3. That all residential and commercial customers, with the same water connection size,
have identical Cost of Service and be in the same rate categories that are designed to
account for the infrastructure required for service. This should reduce administrative
tasks for the Company and make understanding rates easier.

4. That the Commission-determined fair and reasonable company's revenue will be
collected and the resultant consumption structure must be revenue-neutral for the
Company.

5. That the billing statements make obvious the rate per tier and where that monthly bill
lies in the multi-tier structure. This is how the "price-breaks" can be observed and how
much less water consumed is necessary to reach then next lower tier.

6. That the smallest residential and commercial rate tiers (at least the first several)
identical. This will be advantageous to small businesses that the Company's schedules
have shown to typically use less water than the comparable residential rate category.

7. That the fixed Cost of Service variations be minimal and leveled out across all rate
payers in each rate category. This will also lead to consolidation of all fixed charges,
across all water divisions, to equalize this "fixed" cost.

(Ibid, 21-22)
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IN THE MATTER OF THE APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN ARIZONA
CORPORATION, FOR THE DETERMINATION OF THE
CURRENT FAIL VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS RATES
AND CHARGES BASED THEREON FOR UTILITY
SERVICE BY ITS ANTHEM/AGUA FRIA
WASTEWATER DISTRICT AND ITS SUN CITY WEST
WASTE WATER DISTRICT.
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Section 1 - Summary of this Rebuttal

1.1 Scope of this Rebuttal. This rebuttal responds to testimonies submitted on 3 May 2010 by

various parties including the Residential Utilities Consumer's Office (RUCO), Anthem Golf and

Country Club, DMB white Tank LLC, the Resorts and Town of Paradise Valley, Anthem Community

Council, and individual Interveners Larry Woods and W.R. Hansen.

Recommendations. The following recommendations are in Section 2:

Recommendation No. 1.1. It is recommended that AAWC, in its "next" rate case for the

1

2

3

4

5

6

7

8 1.2 Contents of each Rebuttal. Each rebuttal in Seaton 2 has a short title and a Response

9 statement. Recommendations are also included for some but not all Responses. Some rebuttals did

i i not have any actions necessary as the Response answered the issue raised.

12 1.3

13 a. From the RUCO Testimony in 2.2, the following are recommended:

14

15 consolidated divisions, include an in-depth analysis for any "fair value" differences between the

16 Company's divisions in the 2007 and 2008 test years. If any inequities result from this analysis, then

17 they must be cured in this "next rate case."

18 Recommendation No. 1.2. From a Rate Consolidation view, it is recommended Commission

19 approval of cost of capital, equity, and debt and operating adjustments for all the districts in the Last

20 Rate Case be included with those districts in the ongoing rate case.

21 Recommendation No. 5.1. The Commission approve the Magruder Rate Structure if water

22 conservation should be the most significant rate-driver with clear price signals for customers.

23 Recommendation No. 5.2: It is recommended that, to the maximum degree feasible, that water

24 and sewage water rates, respectively, be consolidated because the public interest requires rates to

25 be fair and reasonable.

26 Recommendation No. 5.3: It is recommended that the Company to be ordered analyze at its

27

28 CAP resources, and AMA applicability. This analysis should be used to develop a water source-

29 oriented Rate Structure with the highest cost for ground water, followed by surface water then the

30 least expensive CAP water.

31 Recommendation No. 6: It is recommended that the Commission accept the Magruder

32 proposed Rate Corisolidations and Structures or the Company's proposed Scenarios One.

33 Recommendation No. 8: It is recommended that the Commission order bookkeeping and

34 performance records be maintained at both the present Division- and consolidated Company-levels

35 for costs and other performance factors for future filings and prudence reviews.

short- and long-term cost of potable water based on its source, in particular, for ground, surface and

Marshall Magruder
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Resorts" and other such commercial enterprises from the commercial rate structure or establish an

interim consolidated Resort Class (such at in Exhibit JST-14) while a study is conducted by the

Company to design an appropriate rate structure for these organizations. Also, see

Recommendation No. 2 below.

Recommendation No. 2: It is recommended that the Commission order the Company

propose a WDSM program specifically targeted for "resorts" whereby a certain percentage decrease

in the volumetric charge is allowed based on a verified performance oriented water conservation

program. Further, a trend from water consumption rates up to ten years prior should be allowed

when determining the starting point for such an initial decrease in volumetric charges.

e. From the Anthem Community Testimony in 2.9, the following are recommended:

Recommendation No. The Commission should consolidate all water and wastewater

districts and if not, then De-consolidate the Anthem and Agua Fria Wastewater districts.

Recommendation No. 2. The Commission support consolidation of fees and miscellaneous

charges into one schedule and consolidated Rules and Regulations for customer service policies.

Recommendation No. 4. The Commission should require annual reports to include cost

1 b. From the Anthem Golf and Country Club Testimony in 2.3, the following is recommended:

2 Recommendation: It is recommended that the Commission and ADWR develop a coordinated

3 approach towards use of non-potable water for golf course irrigation and, in the interim, a "fair and

4 reasonable" approach be determined during this rate case that provides incentives for water

5 conservation when irrigating golf courses balanced with penalties imposed by ADWR when water

6 consumption limitations are exceeded.

7 c. From the DMB White Tank Testimony in 2.4, the following is recommended:

8 Recommendation. It is recommended that the Commission determine "fair and reasonable"

9 rates for various classes of wastewater reuse including effluent, untreated (raw) CAP water,

10 untreated (raw) sewage water, and others, as recommended by Mr. James's Testimony. This may

11 have to be accomplished after this case, however, an interim rate for various water reuse options

12 should be in all sewage water cases including this one. This party refers to others for resolution.

13 d. From the Resorts Testimony in 2.7, the following are recommended:

14 Recommendation No. 1: It is recommended that the Commission either exclude "the
15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30 reduction benefits attributable to rate consolidation.

31 Recommendation No. The Commission should consider implementing more rate steps.
32

33

34

35

1.4 Errata. The Errata to the Magruder Direct Testimony of 3 May 2010 is in Section 3.

Marshall Magruder
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Section 2 - Rebuttals to Testimonies by Other Parties.

Rebuttals.

What testimonies are used in this rebuttal and why where they chosen?

The following rebuttals are included herein:

a. RUCO Direct Testimony on Rate Consolidation of Jodi Jericho in 2.2 below.

b. Anthem Golf and Country Club Direct Testimony by Desi Howe in 2.3 below.

c. DMB White Tank, LLC's Direct Testimony by Norman James in 2.4 below.

d. intervenor Testimony of Larry Woods in 2.5 below.

e.

f. Resorts Direct Testimony of John S. Thornton in 2.7 below.

g. Town of Paradise Valley Testimony of James Bacon in 2.8 below.

h. Anthem Community Council Testimony of Dan Neidlinger in 2.9 below.

Intervenor Testimony of w. R. Hansen in 2.6 below.

2.2 Rebuttal to RUCO's Direct Testimony of Jodi Jericho.

In the RUCO filing on 3 May 2010, Direct Testimonies from Jodi A. Jericho and Rodney L.

Moore were received. In general, RUCO did not support Rate Consolidation and also did not submit a

consolidated rate proposal. The testimony by Rodney Moore did not cover Rate Consolidation.

Ms. Jericho summarized that RUCO's position to oppose Rate Consolidation in this docket for

seven numbered and other reasons discussed in the Response(s) and Recommendation(s) below:

(1) Potential Ieqal infirmity to consolidate some systems whose fair value rate base was
calculated using a 2007 test year while others are based on a 2008 test year. (Jericho,
3:15-17, 8:17-11114)

1

2 2.1
3 Q.
4 A.
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

1:

This is understood by all parties but circumstance to have all 8 water and 5 sewage water

companies in one rate case would be required has high cost for the Company, Staff, RUCO and Ethe'

parties. It is due to this complexity that Rate Consolidation will reduce in future cases. This is

equivalent of accomplishing 13 stand-alone water and sewage water rate cases in one proceeding.

The difference between the consecutive years of 2007 and 2008 from the sense of significant impacts

on the Company appear minimal due to low interest rates, a recession that has slowed growth and

system expansion to a minimum, and nearly a constant number of customers in all the districts. If this

would cause revenue loss, the Company would have submitted a series of revenue compensation

issues related to the two test years involved but none have been presented in these Phase 2

proceedings. There appear to be no or insignificant "fair value" issues.

"RUCO does not believe it is legal to mix test years when asserting the fair value of property."

(Jericho, 9:5-6) This is an important issue, however, the Company, Commission and RUCO all

Response No. Multiple Test Years

Marshall Magruder
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understood this during the Last Rate Case and that the ongoing rate case would include Rate

Consolidation proposals. These years are consecutive, use the same company administrative staffs,

and any "fair value" differences might be considered as minor due to the ongoing economic

conditions in Arizona.

Recommendation No. 1.1. it is recommended that AAWC, in its "next" rate case for the

consolidated divisions, include an in-depth analysis for any "fair value" differences between the

Company's divisions in the 2007 and 2008 test years. If any inequities result from this analysis, then

they must be cured in this next rate case.

Response No. 1.2: Cost differences between two test years.

RUCO indicated that Decision No. 71410 approved weighted cost of capital, equity, and debt in

the Last Rate Case and will need to make similar approvals in this case (Jericho 10:6-10). Also,

several operating adjustments in Decision No; 71410 for these districts were included

Recommendation No. 1.2. From a Rate Consolidation view, Commission approval of cost of

capital, equity, and debt and operating adjustments for all the districts in the Last Rate Case needs to

be included with those districts in the ongoing rate case.

(2) "Inability to design consolidated rates that provide a "revenue neutral change to the
rate design of all the company's water districts...' (Jericho, 3:19-20, 111116-12:12)

Response No. 2: Revenue Neutral.

the "total revenue" requirement for the Company to operate must remain the same, e.g., "revenue

neutral" and not that for each district. Obviously, as pointed out by RUCO, if "revenue neutral"

pertained to each district, then rate consolidation would be impossible.

Recommendation No. 2. No action.

(3) Strong opposition against rate consolidation by customers who would have to
subsidize rates of ratepayers in other districts. (Jericho, 4:1-2, 12:14-13:3)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20
21 RUCO asserts that Decision No. 71410 requires the Commission to consider "a revenue

22 neutral change to rate design of all the Company's water districts or other appropriate proposals...

23 may be considered." (Jericho, 11:20-21). I read this differently, in that the "revenue neutral change" is

24

25

26

27

28

29

30

31

32

33

34

35

3: Strong Sun City Opposition.

RUCO indicated that Sun City opposition has been very strong in this case, however, much at

these comments are based on misleading and information that has been changed. Reducing the

impacts on Sun City Residents by this "one time" Rate Consolidation adjustment was a key factor in

determining the proposed Magruder Rate Consolidation and Rate Structures that show an overall

Response No.
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decrease of 4% for Sun City residential customers. (Magruder Table 6 at 24) Unfortunately, this

information has not been publicized and if so, such opposition should be greatly decreased.

Recommendation No. 3. No action.

(4) Lack of interest in rate consolidation by customers who would immediately benefit
from rate consolidation. (Jericho, 4:4-5, 13:4-20)

Response No. 4: Lack of Interest by Rate Consolidation Beneficiaries.

RUCO comments that only one person during public comments in Anthem supported rate

consolidation. Unfortunately, the Company has held public outreach sessions in all districts

concerning the issue of Rate Consolidation; however, this issue is a complex concept and hard to

understand by the public. In Tubac, all the public comments during the Company's outreach session

were supportive of Rate Consolidation. There is no opposition in Tubac other than concerns about

impacts by the Tubac Golf and County Club, which are similar to those by similar establishments that

this party will address separately. .

The Anthem concern about cost for Agua Fria wastewater system is a separate issue that

needs further explanation by the Company.

Recommendation No. 4: No action.

(5) Stark distortion of price signals that work against the Commission's important goal of
water conservation. (Jericho 4:7-8, 14:1-15:12)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Response No. 5.1: Distortion of Price Signals.

' RUCO states, "by distorting the price signals, customers no longer will have the incentive to

use their water wisely." (Jericho 14:11-12)

The proposed Magruder Rate Structures have a basic, life-line, allowance ot 4,000 gallons for

each residential at $0.83/1000 gallons or $3.32 for the First Tier 4,000 gallons plus the monthly

service charge. During the last rate case, the Company testified that one person needs about 10

gallons a day for sanitary, health and food purposes, or about 300 gallons per month, thus the

"lifeline" should provide the basic needs for over 10 people in a household. It also is a very low rate

that eliminates any need for "low income" rates and the cost associated with managing low-income

customer-billing services. For water consumed in the Second Tier, the rate is $1 .90/1000 gallons,

Third Tier at $2.96/1000 gallons, Fourth Tier at $4.50/1000 gallons, and Fifth Tier at $6.00/1000

gallons. These are much higher rates for the higher tier consumers who will definitely see the

resultant price signals on their monthly bills. Tiers Two through Five rates are also applicable to

commercial ratepayers.

RUCO asserts that 130 customers in Paradise Valley have average monthly water

consumption of 130,811 gallons, (Jericho 14:17-19) Under the Magruder proposed Rate Schedule, if
Rebuttal Testimony of Marshall Magruder to Rate Structure and Rate Consolidation Testimonies and Rebuttals
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they use 8A-inch service, their Service Charge is $15.00 plus a volumetric charge of $779.16 or a Rota

$794.19 per month. This should be a very clear "price signal".

The Sun City West average customer at 6,702 gallons would have a Service Charge of

$15.00 plus a volumetric charge of $4.76 or a total of $19.76.

The Company's rate study for its Anthem customers shows that customers did notice rate

increases, and their analysis showed a 5% reduction in water use 12 months after a rate increase.

Recommendation No. 5.1. The Commission approve the Magruder Rate Structure if water

conservation should be the most significant rate-driver with clear price signals for customers.

Response No. 5.2: Different Challenges in different Districts.

Q. Should customers who live near a water plant be charged less than those who need

more water pipe who live father away?

A. Of course the answer is no.

Q. Should customers in the same district who use pump no. 3 that needs arsenic treatment

pay more than his neighbor across the street that is connected to pump no. 1 that does

not have any arsenic?

No. "Balkanization" of rates by location is absurd, and not fair or reasonable.

Should a customer who lives in a district of 100 customers pay 100 times that for a

similar customer in another district of 10,000 customers for installing the same piece of

infrastructure required equipment?

No. This kind of rate discrimination is neither fair nor reasonable.

1

2

3

4

5

6

7

8

9

10

11 RUCO states that different systems have different challenges with water quantity and quality

12 issues (Jericho 14;6-71 This is true but neither water quantity or quality are constants and vary over

13 time, with unexpected or predictable customer cost consequences that can have significant impacts

14 on the cost of service. These issues are everywhere and when a larger number of customers are

15 involved, the impact of these significant costs become "less per ratepayer" due to the larger number

16 of customers. The product is the same for all customers, that is water for consumption or for sewage

17 water disposal. Rate Consolidation is both fair and reasonable.

18

19

20

21

22

23

24 A.

25 Q.

26

27

28 A.

29 Recommendation No. 5.2: it is recommended that, to the maximum degree feasible, that

30 water and sewage water rates, respectively, be consolidated because the public interest requires

31 rates to be fair and reasonable.

32

33

34

35

Response No. 5.3: Different Water Delivery Challenges.

RUCO indicated that some water districts have different water delivery challenges due to

differences between ground, surface and CAP water resources and some are inside ADWR Active

Management Areas (AMAs). (Jericho 14:21-14:6) These different water sources are the exact reasons
Rebuttal Testimony of Marshall Magruder to Rate Structure and Rate Consolidation Testimonies and Rebuttals
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Exhibit MM-3,

"[T]he state won't meet a 2025 deadline to reach safe yield - not pumping more than
is returned by rainfall and treated effluent - in its groundwater use."1

CAP resources, and AMA applicability. This analysis should then be used to develop a water source-

(6) Lack of a sufficiently attractive public policy reason to deviate from cost of service
rate design. (Jericho 4:10-11)

Response No. 6: Public Policy Reasons

First, the policy of ensuring that rates are both fair and reasonable should dominate the

design of the rates that is fair to both the Company and the customer. Serious inequalities now exist

between customers in various districts for the same service needs resolution. Only by a one-time rate

adjustment, as proposed via Rate Consolidation and a revised Rate Structure, can this be achieved.

Second, of the three proposals, Staff's Scenarios One, AAWC's Scenarios One, and

Magruder's, the fairest and most reasonable proposal is this party's, however, acceptance of the

Company's Scenarios One can be agreed. All the Staffs proposals are too shallow and are not, in my

opinion, fair nor reasonable.

Recommendation No. 6: It is recommended that the Commission accept the Magruder-

proposed Rate Consolidations and Rate Structure Design or the Company's proposed Scenarios

One.

(7) Existence of certain contractual rates for certain ratepayer classes in certain districts
makes rate consolidation complex if no impractical. (Jericho, 4:13-14; 15:14-22)

1 why a water-conservation Rate Structure is essential is our desert state that can lose CAP water in

2 2012, has depleting ground water resources, and very limited surface water.

3 Ground water tables are lowering at up to 4-feet a year, ground water is being over-drafted in

4 all AMAs, and "CAP recharge" is inadequate. ADWR will NOT meet the 2025 sustainability

5 expectations of the 1980 Arizona Water statutes. Only the Santa Cruz AMA, which uses surface

e water, is sustaining its water resources, as I presented in the Last Rate Case. As quoted in Magruder

7 Herb Guenther, Director of the Department of Water Resources stated
8

g

10 Recommendation No. 5.3: It is recommended that the Company be ordered to analyze at its

11 short- and long-term cost of potable water based on its source, in particular, for ground, surface and
12

13 oriented Rate Structure that will have the highest cost for ground water, followed by surface water

14 then the least expensive CAP water.
15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Response No. 7: Some Rate Categories have Contractual Issues that preclude Consolidation.

1 Arizona Daily Stan editorial "Lower Priority for Water Won't Do", 13 May 2010, page AS.

Marshall Magruder
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There are several rate categories where consolidation is not recommended by the Company,

due to contracts with other entities that would require renegotiation in other venues than during this

rate case. The Company requested that these few exceptions, in my estimate, impacting less than

5% of the Total Revenue, remain as proposed by the Company.

Recommendation No. 7. No action.

(8) Other RUCO Concerns About Books and Record keeping. (Jericho, 16:1-23)

Response No. 8: Record keeping

RUCG is concerned that rate consolidation "eliminates the need to maintain books for

individual systems". (Jericho, 14:2-3) RUCO then recommends that the Commission still order the

Company to maintain "system-specific" bookkeeping. (Jericho 14:16-17

Sending price signals to support the Commission's goal of water conservation was a key

driver for the Magruder Rate Structure proposals. His proposed Water Demand Side Management

program and Water Leak Management Program, for example, would both use "divisions" for

monitoring performance.

Recommendation No. 8: it is recommended that the Commission order bookkeeping and

performance records be maintained at both the present Division- and consolidated Company-levels

for costs and other performance factors for future filings and prudence reviews.

2.3 Rebuttal to Anthem Golf and Country Club Direct Testimony by Desi Howe.

In the Anthem Golf and County Club Direct Testimony filing of 3 May 2010, a Direct Testimony

on Rate Structure and Rate Consolidation by Desi Howe was received. in general, this testimony is

primarily concerned with the rate charged by the Company for non-potable water used for such

irrigation. The present and proposed rate structure does not represent the cost of water or induces

water conservation. (Howe 2:8-10)

Response: Cost for Non-Potable Water used for Irrigation.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Golf courses have water use limits set by the Arizona Department of Water Resources

(ADWR) with punitive penalties if these limits are exceeded. There should be a coordinated approach

by ADWR and the Commission for the use of non-potable water used for irrigation. This is beyond the

scope of this rate case but needs resolution for application by all golf courses statewide.

Recommendation: It is recommended that the Commission and ADWR develop a

coordinated approach towards use of non-potable water for golf course irrigation and, in the interim, a

"fair and reasonable" approach be determined during this rate case that provides incentives for water

conservation when irrigating golf courses balanced with penalties imposed by ADWR when water

consumption limitations are exceeded.

Marshall Magruder
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9

2.4 Rebuttal to DMB White Tank, LLC's Direct Testimony by Norman James.

Response: Long-Term Non-potable Water Rates

Recommendation. It is recommended that the Commission determine "fair and reasonable"

2.5 Rebuttal to Testimony of Larry Woods, intervenor.

received. In general, Mr. Woods opposed water and wastewater Rate Consolidations. He provides a

Response No. 1: Beneficial Arguments for Rate Consolidation.

1

2 In the DMB White Tank, LLC, filing of 3 May 2010, a Direct Testimony on Rate Design by

3 Norman James was received. In general, this testimony is primarily concerned with the rate charged

4 by the Company for effluent. (JaMes 2:9)
5

6 This is an important issue with long-term impacts for the future of non-potable water rates in

7 our state. By using incentives for use of various classes of wastewater, water conservation can be

8 enhanced and wastewater reuse encouraged with lower rates for effluent than for untreated CAP

9 water (raw). Unfortunately, the opposite appears to have resulted in Commission Decision No. 71410,

10 as untreated CAP water is more expensive to than effluent. (James 6:23-26) The Company and Mr.

11 James appear to be in agreement as to how to proceed on this critical issue.
12

13 rates for various classes of wastewater reuse including effluent, untreated (raw) CAP water,

14 untreated (raw) sewage water, and others, as recommended by Mr. James's Testimony. This may

15 have to be accomplished after this case, however, an interim rate for various water reuse options

16 should be in all sewage water cases including this one. This party refers to others for resolution.
17

18

19 The Intervenor filing on 3 May 2010, Testimony from Larry D. Woods, Sun City, Arizona, was

20

21 partial list from an EPA-NARDC document titled Consolidated Water Rates: Issues and Practices in

22 Single-Tariff Pricing, of September 1999.2Thi$ referenced table is completed in Table 1 below:

23

24 As shown in Table 1, Mr. Woods stated that "only the first four aspects relate to this case"

25 where these "first four" as numbered 1 to 4 in the third column. In the second column are the number

26 (out of 21) survey responses that mentioned an argument. It is important to realize that these four

27 arguments, selected by Mr. Woods, omits or does not list other important benefits from Rate

28 Consolidation and Rate Structure design being proposed in this case. He selected four and listed only

29 11 of 17 arguments in favor of Consolidation from the referenced document.

30 In particular, in the Magruder Testimony of 3 May 2010, Tables 1 for Rate Consolidation and

31 Table 3 for Rate Structure Design were presented with a preponderance of rationale for additional

32 benefits than the four deemed "applicable" [in bold] by Mr. Woods for this ongoing rate case. Without

33

34

35

2

Marshall Magruder

Joint Publication of the U.S. Environmental Protection Agency and the National Association of Regulatory
Utility Commissioners, www.el:>a.qov/safewater/utilities/stntitle,pdf and as Exhibit A to Jodi Jericho Rate
Consolidation Testimony of 3 May 2010, Summary, page viii.
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Arguments in Favor of Single-Tariff Pricing See Note Priority on
Woods List

Mitigates rate shock to utility customers 17 1-applicable
Lowers administrative costs to utilities 16 4-applicable
Provides incentives for utility regionalization and consolidation 15 5-not applicable
Physical interconnection is not considered a prerequisite 13 Not included
Addresses small-system viability issues 13 8-not applicable
Improves service affordability for customers 12 7-not applicable
Provides ratemaking treatment similar to that for other utilities 10 3-applicable
Faciiitates compliance with drinking water standards 9 9-not applicable
Overall benefits outweigh overall costs 9 Not included
Promotes universal service for utility customers 8 6-not applicable
Lowers administrative cost to the commission 8 2-applicable
Promotes ratepayer equity on a regional basis 6 Not included
Encourages investment in water supply infrastructure 5 Not included
Promotes regional economic development 3 10-not applicable
Encourages further private involvement in the water sector 2 11-not applicable
Can be consistent with cost-of-service principles 1 Not included
Found to be in the public interest 1 Not included

Total number of survey responses 148
Note: Represents the number of mentions out of 21 applicable Public Utility Commission survey responses.

repeating my Testimony, Mr. Woods' short list of beneficial arguments is inadequate as all of these

arguments can be made to support Rate Consolidation and Rate Structure Designs in this case. He

also missed the significant benefit in my Testimony that future rate changes will be smaller and less

volatile to accommodate major infrastructure changes that are necessary for the older water districts,

such as will exist in the near term for Sun City.

Recommendation No. 1: No action.

Table 1 - Arguments in Favor of Single-Tariff Pricing

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 Response No. 2: Negative Arguments for Rate Consolidation. ,

25 As shown in Table 2 below, Mr. Woods stated that all of the negative arguments in his list

26 were applicable for this case. He selected 13 of 16 negative arguments from the referenced

27 document. His arguments (Woods 4:7-10) against Rate Consolidation and Rate Structure Design

28 indicate that there will be less incentive to conserve if rates are lowered. The Magruder Rate

29 Structure proposed in his Testimony will either make lots of money for the Company if water

so conservation is not observed by customers or groups of customers but specifically the much higher

31

32 Water Demand side Management programs with Water Leak Management are to be designed to

33 improve water efficiency and use for all the Company's customers.

34 It should also be noted that there were a total of 148 responses for Rate Consolidation and

35 only 84 responses against.

price signals will be clear, as shown in the Company's Anthem Report. The proposed Magruder

Marshall Magruder
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Arguments in Against of Single-Tariff Pricing See Note Priority on
Woods List

Conflicts with cost-of-service principles 14 6-applicable
Provides subsidies to high-cost customers 12 1-applicable
Not acceptable to all affected customers 10 Not included
Considered inappropriate without physical interconnection 8 11-applicable
Distorts price signals to customers 7 2-applicable
Fails to account for variations in customer contributions 6 8-applicable
Justification has not been adequate in a specific case (s) 6 12-applicable
Discourages efficient water use and conservation 4 3-applicable
Encourages growth and development in high cost areas 4 4-applicable
Undermines economic efficiency 3 5-applicable
Provides unnecessa incentives to utilities 3 9-applicable
Not acceptable to other agencies or governments 2 Not included
Insufficient statute or regulate basis or precedents 2 13-applicable
Overall costs outweigh overall benefits 2 Not included
Encourages overinvestment in infrastructure 1 7-applicable

Total number of survey responses 84
Note: Represents the number of mentions out of 21 applicable Public Utility Commission survey responses.

1

P

I

Recommendation: No action.

Table 2 - Arguments Against Single-Tariff Pricing

2.6 Rebuttal to the Testimony of w. R. Hansen, Intervenor.

The Intervenor filing of Consolidation & Rate impact from w. R. Hansen, Sun City West,

Arizona, was received. In general, Mr. Hansen opposes Rate Consolidations.

Response No. 1:~ Rate Consolidation Assists some Districts.

Mr. Hansen states that Rate Consolidation "assists some districts in short-term stained

circumstances at the expense of hurting others." (Hansen A:14-23) He then quotes from Decision

"would increase significantly, (136% & 37.22%) and that the shod term beneficiaries
would be Anthem water (-47.74%) and Tubac (-47.13%) and Havasu (-42.90%) with
the only largely unaffected area being Paradise Valley." (Hansen AI19-22)

No. 71410 that the CoMpany has stated the rates for Sun City and Mohave

This quote is prior to Consolidation and Rate Structure Design actions in Phase ll and prior to

the Company providing its model. The Magruder proposal has significantly different results.

al CommercialResidenti
decrease
decrease 2
decrease
decrease
decrease

increase 22%
3%

increase 5%
increase 15%
decrease 10%
increase 17%

decrease

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Sun City
Sun City West
Agua Fria
Anthem
Tubac
Mohave
Havasu
Paradise Valley

Total

increase
decrease
increaaw
Decrease

insignificant

4%
1%
8%
5%
3%
2%
8%

...3;@/g
3%

increase 29°/2
increase 43%
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Recommendation No. 1: No action.

Response No. Increased levels of Service are not guaranteed.2:

Mr. Hansen states

"[T]he increase level of service is not guaranteed where the invested capital of one
community is confiscated in order to enhance the service level of another district.
Meanwhile, the benefactor district enjoys no gain in service level but is inflicted with a
higher rate extracted for the sole purpose of benefiting another district." (Hansen A:27-
B:5)

All communities have to invest in their infrastructure and this is not a steady function. It has a

high initial startup capital cost, lower initial operational and maintenance costs that increase with

age, then re-investment starts with high capital costs. All systems go through this cycle, with peaks

and valleys (commonly called rate shock) for major system costs. The Company invests its capital to

meet the service requirements and when consolidated, these "peaks and valleys" will be smoother

for all customers. There is no "welfare" system involved as the Commission is required to ensure all

capital investments are prudent and that infrastructure is both "used and useful" during rate cases.

Recommendation No. 2. No action.

Response No. 3: Incentives for Inefficient or Capital-troubled districts.

Mr. Hansen states

"[Rate Consolidation] incentives any inefficient or capital-troubled district to seek to join
an existing consolidated amalgamation of water districts for the purpose of transferring,
or subsequently lessening the burden of its ratepayers while imposing an economic
burden on members of the consolidated group. (Hansen B:6-11)

Mr. Hansen seems to forget that there is one company that owns all these water districts and any

responsible company (and AAWC has had no negative complaints in this area) will not let any district

be inefficient or not prudent is its expenditures. The Company has ownership, as no Districts are

owners, but each district is a work element of an integrated company. The Company can't bail out

itself.

Recommendation No. 3: No action.

Response No. 4: Trolling for disadvantaged Districts.

Mr. Hansen states

"[Rate Consolidation] likewise incentives corporate bodies to t ro l l for such
disadvantaged districts...recognizing that a utility commission that has initially
embraced the rate payer welfare system will subsequently welcome any troubled
sojourner." (Hansen B:12-15)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

This comment has no validity or basis, especially when considering Tables 1 and 2 in this Rebuttal.

Recommendation No. 4. No action.
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4 1

Response No. 5: Interconnection for water districts.

Mr. Hansen states

"[C]onsolidation is usually resonated for the electric & gas utility camps where
"interconnection" is more plausible and economically rational. Water district are
traditionally independent. To pursue interconnection, as a service benefit, within
Arizona American could easily approximate over 892 miles of heavy piping making it
astronomical economic implausibility." (Hansen B:16-21)

My Testimony herein and during the Last Rate Case evidence was presented by this party using the

Company's witness that no interconnections are necessary for the benefits of consolidation of rates.

In my electric company's last rate case, residential and small business rates were consolidated

between two "districts" in Santa Cruz and Mohave Counties, obviously not interconnected. For the

last half-century small businesses in Nogales paid over 8% higher electric rates compared to those

in Mohave County, obviously a violation of "fair and reasonable" rates for identical services without

any interconnection.

Recommendation No. 5. No action.

Response No. 6: Lack of Homogeneous Character in 426 water districts.

Mr. Hansen states

"As one reviews that Water Infrastructure Finance Authority of Arizona's 2008 survey of
the states' 426 water districts and 133 wastewater districts, you can quickly focus on
the extreme lack of homogenous characteristics among these districts. (Hansen B222-
C:8)

This party concurs with this statement. Obviously, there are maybe by an order of magnitude too

many water and wastewater districts to operate efficiently in our State. Only through consolidation

will the "mom and pop" water companies be absorbed, run more efficiently, to benefit all citizens.

This AAwc case should be the first of a series of consolidations that will make significant

improvements, outlined in Table 1 above or in Tables 1 and 3 of my Testimony.

Recommendation No. 6. No action.

Response No. 7: Discrimination in Rates.

adversely impacted in order to benefit another district." (Hansen C8-25) He also quotes from the

Arizona Constitution Article 15, Sec. 12,

"All charges made for services rendered, or to be rendered, by public service
corporations within this state shall be just and reasonable; and no discrimination in
charges, service, or facilities shall be made between persons or places for a like
and contemporaneous service." (Hansen C10-21, emphasis added)

Mr. Hansen claims, "that consolidation would constitute "discrimination" against a district

1
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Finally, we are in total agreement on this issue. Since all water is required to be alike and

meet the same standard and that service should be the same for all customers, then the same just
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and reasonable rates should not discriminate between persons or places. Only by meeting this

charge, by having the same rates for the same service, can the Commission meet this explicit

Constitutional requirement. Having separate rates for the same service is neither just nor reasonable

and is clearly discriminatory and in violation of the state's Constitution. Unfortunately, this is my

opinion and only a legal opinion can make this a fact.

Recommendation No. 7:No action,

2.7 Rebuttal to the Resorts Direct Testimony of John Thornton.

The Camelback Inn and Sanctuary on Camelback Mountain, collectively "the Resorts", Direct

Testimony by John S. Thornton, filing on Rate Design and Rate Consolidation of 3 May 2010 was

received. In general, Mr. Thornton Testimony is concerned about establishment of a Resort Class of

service with realistic tiers and breakpoints.

Response No. 1: Rate Structures do not support Commercial tariffs applicable to Resorts.

The existing Commercial service charges, shown in Exhibit JST-2 in the Paradise Valley

Water District (PVWD), are proposed by both the Company and Staff consolidated rates to

decrease. Further, the commodity charges have four tiers under the Company's proposal but only

two tiers by the Staff's. Further, the breakpoints are not near the consumption rates used by the

Resorts and result in an approximately 55% increase in water bills while the Company's proposal for

PVWD only increased by about 10.1 percent. (Thornton 2:7-3:25; Exhibit JST-2) There are other

"resorts" in the total consolidated Company, such as the Anthem Golf and Country Club and the

Tubac Golf and County Club, all with similar characteristics. The Resorts and others could be

combined into one rate category under Rate Consolidation, with a Rate Structure design applicable

for these unique operational facilities. The Resorts recommends that such a rate category either be

excluded from the ongoing Rate Consolidation, similar to other excluded rate categories, or a unique

Rate Category be developed that would reflect the anticipated 10.1 % rate increase anticipated for

the PVWD under consolidation proposed by the Company. The Magruder proposal has a higher

overall commercial rate increase for PVWD of 29%. (Magruder Testimony Table 6 at 25). The

I

Resorts has proposed a rate tariff for a Resort Class in Exhibit JST-14, however, it only has two tiers
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when four or five tiers would be necessary to give realistic breakpoints for larger/smaller Resort

Class establishments.

Recommendation No. It is recommended that the Commission either exclude "the

Resorts" and other such commercial enterprises from the commercial rate structure or establish an

interim consolidated Resort Class (such at in Exhibit JST-14) while a study is conducted by the

Marshall Magruder
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1

2

3

4 Response No. 2: Rewards for Water Consumption Decreases.

5 The Testimony by the Resorts contains impressive results of a serious water conservation

6 programs implemented at the Resorts. (Thornton 12:16-22:9, Exhibits JST-4 to JST-10) Based on

7 this data and prior progress, the Resorts consumption rates should account for the progress already

made and documented by theResorts, such as shown by the declining consumption trend in Exhibit

JST-6. This prior performance should be considered when adjusting rates to account for prior

effective water conservation programs implemented. It might be realistic for a 25-50% decrease in

volumetric rates to be allowed.

Company to design an appropriate rate structure for these organizations. Also, see

Recommendation No. 2 below.

Response No. 3: Cross-Subsidization.

Testimony by the Resorts indicates a concern about cross-subsidization of profits from one

water system to support another. (Thornton 9:2-11221) As summarized in the table on page 11 of his

testimony, the commercial consolidated rates in the PVWD increase by about ten times that for the

rate increase for residential customers. Under the Magruder rate consolidation proposal, PVlND

residential customers could see a 32% rate increase while commercial see a 29% rate increase.

(These also are the highest Magruder-proposed Consolidated Rate increases). These are primarily

due to the much higher consumption rates in the PVWD than any other and it is the higher rates for

higher tiers. If the Magruder proposal is adopted, then the argument by the Resorts on this issue

about cross-subsidization within the PVWD becomes mute.

Recommendation No. 3: No action.

8

9

10

11

12 Recommendation No. 2: It is recommended that the Commission order the Company

13 propose a WDSM program specifically targeted for "resorts" whereby a certain percentage decrease

14 in the volumetric charge is allowed based on a verified performance-oriented water conservation

15 program. Further, a trend from prior water consumption rates up to ten years prior should be allowed

16 when determining the starting point for such an initial decrease in volumetric charges.
17

18

19

20

21

22

23

24

25

26

27

28

29

30
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33
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2.8 Rebuttal to the Town of Paradise Valley Direct Testimony of James Bacon.

The Town of Paradise Valley filing by James C. Bacon, Town Manager, on water district or

Rate Consolidation of 3 May 2010 was received. In general, Mr. Bacon's Testimony opposes district

or Rate Consolidation because the "Town does not find a basis to support consolidation based on

public policy goals, public safety rationales, comparisons with other regulated utilities, or purported

foreseeable benefits." (Bacon 3:5-10)
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Response No. 1: Town does not support rate consolidation and/or system interconnection.

Mr. Bacon states;

"The Town Council does not believe there is any purpose for consolidating or system
interconnections the Paradise Valley Water District with other Arizona-American Water
Districts at this time." (Bacon 6:11-15)

Response No. 2: Public Policy Goals.

Mr. Bacon states:

"Public policy goals that can purposely be achieved by rate consolidation, such as
increased water conservation by means of "increasing" block tariffs and encouraging a
switch from use of groundwater to use of surface water, can be pursued in the
individual rate districts and do not need consolidated water districts in order to be
advanced." (Bacon 7:1-7)

consumption of any other district. Since water is common product, there should be no difference in

1

2

3

4

5

6
7 Throughout these proceedings there have been no plans presented to interconnect any of

8 the Company's water districts, and testimony presented in the Last Rate Case indicated that such

9 interconnections are an immaterial factor when consolidating rates. This party and others have not

10 presented any proposals for Rate Consolidation to interconnect water systems.

11 Recommendation No. 1: No action.

12

13

14

15

16

17

18 Water conservation is critical for the State of Arizona, not just for any one water district. The

19 most effective means for reducing water consumption is to ensure that "free" water costs more

20 when used in excessive amounts. The Paradise Valley district has more than twice the
21

22 its costs based on location, as required by the Arizona Constitution Article 15 Section 12, op cite.

23 With consolidated or common rates for ALL customers, we will see higher monthly bills for those

24 who live in Paradise Valley than in any other water district, based on this higher consumption. Thus,

25 fair and reasonable "rates" may require higher bills for customers in this district. It is the public

26 policy of the Corporation COmmission and many other agencies to conserve water in our state, due

27 to limited and ever decreasing water resources, thus having one set of rates for all of this

28 Company's customers is equitable.

29 Recommendation No. 2. No action.
30

31 Response No. 3:

32 This party has not seen any citations concerning APS in this case concerning rate

33 consolidation, however, the comment that there is no "grid" for water systems is valid for balancing

34 or optimization. Again, there is no push by the Company or in any water district to interconnect any

35

APS is a historical example of how rate consolidation should work.

Marshall Magruder
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water districts. Two intewenors, one from Sun City and the other from Sun City West both oppose

any interconnection between their systems. (Bacon 7:8-18)

Recommendation No. 3. No action.

Recommendation No. 4: No action.

1

2

3

4

55 Response No. 4: Rate Consolidation benefits the Company and Commission, not Customers.

6 Mr. Bacon seems to not understand the benefits for customers found in Table 1 of this

7 Rebuttal and in Tables 1 and 3 of the Magruder Testimony. As stated in prior recommendations

8 herein, records and bookkeeping will remain at the district-level so "visibility" can be maintained for

9 local customers. The allocation of total revenue requirements for the Company to customers will be

10 equal, based on rate class and category. Allocation of smaller pockets by district has and will

11 continue to lead to peaks and valleys in rates while consolidation will lead to smoother, less

12 changes in rates that will have less impacts than the significant differences in rates for the same

13 product. Paradise Valley has some of the lowest rates and also uses the highest per person water

14 consumption that depletes this valuable natural resource.
15

16

17

18 Mr. Bacon seems to believe that only smaller water districts have high capital costs;

19 however, all water districts have similar costs to delivery safe water to their customers. A Company-

20 wide water testing and treatment program, using economies of scale, is vastly superior to

21 establishing a dozen or so independent and non-integrated testing and treatment organizations. All

22 benefit by consolidation by having more to work with that leads to more cooperation and

23 collaboration with mutual customer benefits. This year arsenic is an issue, will pharmaceutical

24 pollution be an issue next year that will require significant capital expenses? In my water district,

25 we were told that we needed a $2,300,000 arsenic treatment plant for our 542 customers (or $4,236

26 per customer). We first investigated less expensive options (in Bangladesh, there is an arsenic

27 treatment system for less than $2/month/customer) and delayed this cost several years. Next we

28 obtained low interest loan, with Commission support, from the Arizona Water Infrastructure

29 Finance Agency, then a stimulus grant for $1 ,000,000. We worked with the Company and found

30 lower construction and equipment costs could be obtained. In the final analysis, we reduced the

31 burden to less than $500,000, as a community effort. We would still do this, even after

32 consolidation, because there is no reason to have anything cost more than it is worth.

33 in my last electric rate case, after 50-years, l got residential and small business rates

34 consolidated between Santa Cruz and Mohave Counties, obviously not contiguous. Businesses in

35 Nogales now have 8% lower electric rates but both counties finally have the same rates for all rate

Response No. 5: Public.Safety Improvements to share costs between districts.
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cost this year might be mine next year. This "attitude" should also prevail with water customers as it

Response No. 6: Rate Consolidation Leads to a Loss of Accountability by the Company.

Mr. Bacon states:

"Rate consolidation can lead to a loss of accountability by Arizona-American over the
necessity or merit of making certain capital improvements in each of the water districts.
Capital expenditures that may receive a rigorous examination by the ratepayers when
made in one water district will not appear to have a substantial rate impact when
spread over a much larger rate-payer base; thus leading to a less thorough
examination of such capital expenditures." (Bacon 9:10-17)

This comment needs to understand that the Commission reviews all capital expenditures

during rate case prudence reviews. Further, each capital expense has to be shown to be "used and

useful" during this process. As indicated earlier, records and bookkeeping should remain at the water

district level in order to monitor and conduct audits a "connected" system. The size difference

between water districts should have no impact or a "less thorough examination" of capital expenses.

Recommendation No. 6: No action.

2.9 Rebuttal to the Anthem Community Direct Testimony of Dan Neidlinger.

The Anthem Community Direct Testimony by Dan L. Neidlinger, filing on Rate Design and

Consolidation of 3 May 2010 was received. In general, Mr. Neidlinger Testimony supports Rate

Consolidation when compared to Stand-Alone rates.

Response No. 1: Rate Consolidation Benefits ALL water and wastewater districts.

1 classes and categories. An $80 million power plant was recently constructed in Mohave County that

2 will never serve my county but l will pay an equal share. Should I complain? No, because a few

3 years earlier, we added a $20 million gas turbine in Nogales that Mohave County is also paying

4 their equal share. We are planning a $40 million transmission line from Tucson to Nogales, that

5 those in Mohave County will also pay their equal share. Should we all complain about unequal

6 costs? No, as EVERY utility has significant asymmetric costs that can be planned but many, such

7 as a failed or polluted water well, need urgent and costly replacements. I could complain all day

8 about the inequality between Santa Cruz and Mohave Counties, but it is useless since their new
g

10 does with other utility customers.

11 Recommendation No. 5: No action.
12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Mr. Neidlinger states:

"the merits of rate consolidation significantly outweigh any adverse consequences of a
rate consolidation process. To achieve the benefits of consolidation, however, QS of the
Company's water and wastewater districts should be included in the consolidation. The

Marshall Magruder
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partial consolidation alternatives presented by Staff do not provide any meaningful
improvement over the current stand-alone system." (Neidlinger 5:3-13)

He continues and then recommends that the Anthem and Agua Fria Wastewater districts be

De-consolidated if Rate Consolidation as stand-alone districts is not approved.

Recommendation No. 1: The Commission should consolidate all water and wastewater

districts and if not, then De-consolidate the Anthem and Agua Fria Wastewater districts.

Response No. 2: Rate Consolidation provides seven Major Benefits.

Mr. Neidlinger states:

"Rate consolidation provides the following major benefits:

1. Lower administrative costs through unified customer accounting and billing
system,

2. Reduction in rate cases and associated rate case expenses incurred by the
Company, Staff, RUCO, and other interveners;

3. Elimination of distorted cost allocations among districts in rate filings - those cost
imbalances abound in this case as discussed in my direct testimony on revenue
requirements,

4. The implementation of standard customer service policies and related service
rates and charges:

5. Improved rate stability and elimination of rate shock - an issue confronting
Anthem customers in this case,

6. Reduced customer confusion with respect to differing rate schedules under one
Company umbrella, and

7. The development and implementation of a targeted and comprehensive water
conservation program for all of its systems. .

"Mr. Marshall Magruder, an intervenor in this case, lists 22 rate consolidation benefits
on Table 1, Page 12 of his early-filed rate design and rate consolidation testimony. His
list incorporates many of the benefits listed above as well as others that deserve some
consideration." (Neidlinger 5:15_614)

There appears to be close agreement with these benefits by Mr. Neidlinger and myself. He

also supports Magruder Issue No. 4. "Proposed Consolidation of Fees and Miscellaneous Charges"

(Magruder TestiMony pages 31 :33-3324) under his fourth point and Magruder Issue No. 5, "Proposed

Consolidated Rules and Regulations (Magruder Testimony 33:5-17) under this point as "standard

customer service policies".

Recommendation No. 2. The Commission support consolidation of fees and miscellaneous

charges into reschedule and consolidated Rules and Regulations for customer service policies.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Response No. The Company supports Rate Consolidation.3:

Mr. Neidlinger states:

"The direct testimonies of Company witness Thomas Broderick [pages 15 through 19}
and PaUl G. Towsley (pages 14 through 21) support rate consolidation and discuss in
some detail the beneficial effects of consolidation. Mr. Towsley discussed one

Marshall Magruder
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additional benefit not listed above that is worthy of comment and support.
Consolidation would allow the Company to acquire small water and wastewater
systems that are in disrepair and make needed plant improvements without imposing
rate shock on their customers." (Neidlinger 6:6-12)

These additional benefits should be considered, especially in light of the over 400 water and

over 300 wastewater districts throughout the state of Arizona, many of which are poorly operated

and have to be taken over by the Commission.

Recommendation No. 3: No action.

Response No. 4: Company should submit a Cost Reduction Plan.

Mr. Neidlinger states:

"It is incumbent on the Company, in my view, to identify and implement tangible cost
reduction benefits attributable to rate consolidation. in that regard, the Commission
should require the Company to provide, annually, reports describing the progress on
its cost reduction activities in its administrative functions." (Neidlinger 6:14-22)

This is important, and similar to benefits are in Magruder Issue No. 6, Proposed Water

Demand Side Management Program and Issue No. Proposed Water Loss Incentives and

Disincentives (Magruder Testimony 33:19-34:32)

Recommendation No. 4. The Commission should require annual reports to include cost

reduction benefits attributable to rate consolidation.

7,

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Response No. 5: Company should use smaller step increases decreases in its 3-step plan.

Mr. Neidlinger discussed the Rate Design 3-step process in Ms. Heppenstall's Rebuttal

Testimony and feels that smaller percentages should be used as "some very large percentage step

increases and decreases that I find are undesirable and unacceptable." (Neidlinger 7:8-10) His

approach would be to use an additional step that is more than 3, with either constant dollar or

percentage changes for each step.

Recommendation No. 5: The Commission should consider implementing more rate steps.
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Section 3 - Errata to Marshall Magruder Direct Testimony of 3 May 2010

Sun City
Sun City West
Agua Fria
Anthem
Tubac
Mohave
Havasu
Paradise Valley

Total

1

2

3 3.1 Errata.

4 In order to correct errors, the following changes should be made to the Marshall Magruder

5 Direct Testimony of 3 May 2010.

6 1. In the Executive Summary, on page 7, lines 9 to 13, the Mohave Water District was

7 erroneously omitted, the Sun City residential rate decrease should have been 4% instead of 3%,

8 and the total for residential and commercial changes omitted, thus this should read as follows:

9 Residential Commercial
10 decrease 4% increase 22%

decrease 21% decrease 3%
11 decrease 8% increase 5%
12 decrease 5% increase 15%

decrease 3% decrease 10%
13 increase 2% increase 17%
14 decrease 8% insignificant

increase 32% increase 29%
15 Decrease 3% increase 13%

16
17 2 On page 25, Table 6 erroneously omitted the Mohave Water District and the total for

18

19

20
Water District

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

residential and commercial changes omitted, thus Table 6 should now readas

Table 6 - Consolidated Revenue Changes from Present Revenue
for Residential and Commercial Rate Classes by Water District

Residential Commercial
Revenue Revenue

Sun City Decrease 4% increase 22%
Sun City West Decrease 21 % Decrease 3%
Agua Fria Decrease 8% Increase 5%
Anthem Decrease 5% Increase 15%
Tubac Decrease 3% Decrease 10%
Mohave Increase 2% Increase 17%
Havasu Decrease 8% Insignificant
Paradise Valley Increase 329 Increase 29%

Total Change Decrease 3% Increase 13%
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Appendix - Magruder Exhibits

Exhibit MM-3.

Arizona Daily Stan editorial, "Lower Priority for Water Won't Do", 13 May 2010, p. AQ.

Exhibit MM-4.

1

2

3

4

5

6

7

8
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17

18

19

20

21

22

23
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28
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30
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32

33

34

35

Green Valley News 8< Sun, "No-Irrigation Landscaping is Possible", 25 April 2010, p.C2.
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A LEE ENTERPRISES NEWSPAPER
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Lower priority
fcnrwater won't do

OUR VIEW: Closing Tucson's regional
Water Resources office will harm area

|

ore disheartening
news about Arizona's
future: Budget cuts

have decimated the state Depart -
went of Water Resources, and
plans to end overpumping of
groundwater won't be completed
on deadline.

The department's budget was
cut by S8 percent by the GOP-
dominated Legislature and Gov
Ian Brewer, the Star's Tony Davis
reported on Wednesday. With
only QS of its formerly225-person
staff still employed, it will close
its five regional offices. including
Tucson's.
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If you're thinking, "Oh good.
Fewer bureaucrats means fewer
impediments to business," think
again.

The private sector in Southern
Arizona will in fact face more im-
pedimerlts because developers
who need permits for water use
will be forced to go to Phoenix.
Given the much smaller staff to
process permits, developers can
.=vn» =r.f more delays. as well.

Day's quoted a letter written
by Sarah Evans. chair of Tucson's
water advisory committee, who
warned that this would create "a
drag on economic development
and rev italization of Southern
Arizona that will result from in-
adequate and delayed accessibili -
Ty."

T'he department's regulatory
efforts also are likely to suffer,
Davis reported, so that Users may
be able to avoid cutting back wa -
tar use or to slip past the require -
went that new developments
have a 100-year assured was r
supply. l

Finally. because the Tl.lCSI n
office will be closed, Phoenix of-
ficials will be setting water-use
rules for Southern Arizona cities,
golf courses and businesses.

We believe it is imperative that
a state with vast swaths of desert
be able to enforce its water rules
and. in a reasonable period of
time. assure a sustainable water
source. lust for starters, if Ari-

zone cannot do these things,
businesses aren't going to risk
moving here.

The state's massive budget
deficits prompted the cuts; Water
Resources took the third-largest .
cut of any state agency.

Paul Senseman, Bre.wer's .
spokesman, said the def icits
forced Brewer to focus in budget-
ine o.n core services .. education. :
health care and prisons.

"I understand how important
our Water Resources office is to .
Southern Arizona," Rep. V.1c
Williems. R-Tucson. told. Davis.;
"But to put it in front or public
safety or the K.12 system, i don't
think l'd be willing to do that ."

We disagree. There is no ques- .
tion that education, including the
state universities, is a vital eco-
nomic engine. And public health 1
and safety must be a priority as 4
well.

That's why we support Propc- 1
sition 100, the three-yea» r, 1~
cent-per-dollar sales-tax in-
crease that would be funneled
into those programs. Please vote
"yes" on Tuesday.

But enforceable. sustainable
water policies must also be a pry .
rarity to preserve our state's fu-
ture.

Arizona's 1980 water law was
"the flagship groundwater regt -
oratory law in the country, and we
have essentially gutted the sys-
tem " Steve Weuthcrspoon. a pri-
vate water attorney in Tucson,
told Davis.
Herb Guenther, director of the

Department of Water Resources,
said the state won't meet a 2025
deadline to reachsafe yield - not
pumping more than is returned
by rainfall and treated eftlnent -
in its groundwater use. He said
there aren't funds to buy water
rights owned by farms, which use
74 percent of Arizona's water
supplies.

I

gt
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Water planning and regulation
pf its use should be near the top of
Arizona's priorities.. not on the
chopping block .
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Exrnarr

MM RJDFV3
ARIZONA WATER COMPANY CONSOLIDATED RATES MODEL - WATER

\\

i
1 Portion of residential revenue from Customer Charge

0.40

Percentage of
Consolidated Rates (except Non-potable and PF) Step 1

Sun City 78%
SCW 100%

Agua Fria 100%
Anthem 243%
Tubac 150%

Mohave 60%
Havasu 120%

PV 95%
Target 5/8" Customer Charge

14.86

Residential Rates and Blocks

5/8" - 3/4"

Commercial, OPA, Turf Rates and Blocks

5I8" _ 3/4"

Tab colorTab color

C u s t o m e r  C h a r g e $ 15.00 Customer Charge $

$

15.00

First
N e x t
N e x t
N e x t
O v e r

4,000
6,000

10,000
20,000
40,000

s
$
$
$
$

0.8300
1 .9000
2.9600
4.5000
6.0000

First
Next or First
Ne>d
Next
Over

10,000
10,000
20,000
50,000

0.8300
1 .9000
2.9600
4.5000
6.0000

T a b  C o l o r

1 l l

Tab Color

C u s t o m e r  C h a r g e $ 25.50 Customer Charge $

$

25.50

First
N e x t
N e x t
N e x t
O v e r

4,000 $
6,000 $

10,000 $
20,000 $
40,000 $

0.8300
1 .9000
2.9600
4.5000
6.0000

First
Next or First
Next
Next
Over

10,000
15,000
25,000
50,000

0.8300
1 .9000
2.9600
4.5000
0.0000

1 1l2"
Tab Color

1 1l2"
Tab Color

Customer Charge $ 75.00 Customer Charge $

$

75.00

F i rs t
N e x t
N e x t
N e x t
O v e r

25,000
75,000

100,000
100,000
100,000

$
s
$
$
$

0.8300
1 .9000
2.9600
4.5000
6.0000

First
Next or First
Next
Next
Over

100,000
100,000
100,000
100,000

0.8300
1.9000
2.9600
4.5000
6.0000

Tab Color Tab Color

Marshall Magruder P a g e  1 4/26/10
.1



Tab Color

Tab Color

Customer Charge

First
Nem
NeM
Next
Over

ARIZONA WATER COMPANY CONSOLIDATED RATES MODEL _ WATER

First
Next
Next
Next
Over

Customer Charge

50,000
50,000

100,000
100,000
200,000

25,000
75,000

100,000
100,000
200,000

$
$
$
$
$

$
$
$
$
$

$

$

0.8300
1 .9000
2.9600
4.5000
6.0000

0.8300
1 .9000
2.9600
4.5000
6.0000

225.00

100.00

Scenario 1C.xls

Tab Color

Tab Color

First
Next or First
Next
Next
Over

First
Next or First
Next
Next
Over

Customer Charge

Customer Charge

24

100,000
100,000
100,000
200,000

100,000
100,000
100,000
200,000

$

$

$

$

225.00

0.8300
1.9000
2.9600
4.5000
6.0000

0.8300
1 .9000
2.9600
4.5000
6.0000

100.00

Customer Charge $ 375.00 Customer Charge $ 375.00

First
Next
Next
Next
Over

100,000
100,000
100,000
200,000
300,000

$
$
$
$
$

0.8300
1 .9000
2.9600
4.5000
6.0000

First
Next or First
Next
Nem
Over

$ 0.8300
1 .9000
2.9600
4.5000
6.0000

200,000
100,000
200,000
300,000

Tab Color Tab Color

Customer Charge $ 750.00 Customer Charge $ 750.00

First
Next
Next
Next
Over

100,000
100,000
100,000
200,000
400,000

$
$
$
$
$

0.8300
1 .9000
2.9600
4.5000
6.0000

First
Next or First
Next
Next
Over

$ 0.8300
1 .9000
2.9600
4.5000
6.0000

200,000
100,000
200,000
400,000

Apartments _ Not Consolidated - Present rates in effect,

Non-potable Rate

Customer Charge $

All Consumption $ 2.5000

Private Fire Rate

Marshall Magruder Page 2 4/26/10



Tab Color

ARIZONA WATER COMPANY CONSOLIDATED RATES MODEL _ WATER

Tab Color

Tab Color

Customer Charge

Customer Charge

g'.

$

$

22.50

10.00

Scenario 1C.xls

Customer Charge $ 40.00

Tab Color

Customer Charge $ 90.00

Tab Color

Customer Charge $ 160.00

Tab Color

Customer Charge 250.00

Tab Color

Customer Charge $ 360.00

Hydrants

Tab Color

Customer Charge $ 12.00

Water Districts Included in Rate Consolidation
Included? Yes=1, No=0

1

1

1

1

1

1

1

1

Sun City
SCW

Agua Fria
Anthem
Tubac

Mohave
Havasu

PV

Marshall Magruder Page 3 4/26/10



Scenario 1C.xls

(514)

ARIZONA AMERICAN WATER COMPANY
Summary of Consolidated Water Rates

Residential (a)

Commercial

Revenue from
Consolidated Rates

55,895,800

14,362,261

290,552

Target Revenue
57,468,802

12,766,423

205, 193

Difference
(1 ,573,002)

1,595,838

85,359OPA (b)

Sale For Resale (c)

Misc- Non-potable

Private Fire

297,189

2,053,233

632,214

2,031

(288,009)

177,268

Total 73,531,248

295,157

2,341,241

454,946

73,531,762 (514)

(a) Includes Multi~family - rates are not consolidated,
(b) OPA in Aqua Fria (State Prison) and in Mohave consolidated to Commercial rates.
(c) Includes Peoria Public Interruptible in Sun City, PI Surprise and Water Contract in Agua Fria

Marshall Magruder Page 4 4/26/10



Exhibit Magruder-4
EXHIBIT

multi
MHIEDComparisons of Proposals for Residential Customers

with 5/8 and 3/4-inch Water and Wastewater Services
Provided by Arizona-American Water Company

Table 1 shows the differences between the Company, Staff and Magruder Rate Proposals
at the district level for Residential 5/8 and 3/4-inch customers for each of the eight water
districts. The Monthly Charge and rate blocks in terms of thousands of gallons and cost per
1000 gallons for three to five Tiers. The First Residential Tier has been called a "Lifeline" tier
to satisfy all basic human (sanitation, health, food, etc.) needs for water. The following
proposals are included

Present Rates (light green)
• Company Consolidated Rate Proposals for All Districts and without Sun City (aqua)
• Company Standalone Rates without Rate Consolidation for Sun City and Anthem in

this rate case (purple)
• Staff Standalone Rates without Rate Consolidated Rates (tan)
• Staff Rate Consolidated Scenarios from Michlik Testimony (orange)

l Scenario 1 - all Districts Consolidated (water and wastewater)
I Scenario 2 - Two groups (SC + SClN) and (all other districts)
I Scenario 3 - Three groups

- Sun City and Sun City West
- Agua Fria and Anthem and Paradise Valley
- Tubac and Mohave and Havasu

• Magruder Scenario AC (from Exhibit Magruder-3) (grey)

Table 2 reflects the Percentage Change in Total Revenue for Residential and Commercial
customers for each district as a result of consolidation of rates for ALL districts. The Total
Revenue percentage is divided three for a three-step implementation and by five for a five-
step implementation based on Company's filings.

Table 3 shows the same with Sun City not included in the Consolidated Rates used by the
other seven water districts. Mohave used the two groups from Staff Testimony and for
Paradise Valley all three 5/8 and 3/4 rate categories are shown.

The new Table 4 shows the actual cost for the "average" and "median" customers in each
district. Values in parenthesis "( )" in red reflect lower customer cost than at present, while
those with a "+" in navy blue reflect districts with higher rates than at present for the Staff
Scenarios #1, #2 and #3.

Table 5 shows the "Change" from the present or other standalone rates based on the data in
Table 4.

The new Table 6 shows the Wastewater Rates in dollars for each district and the three Staff
Scenarios with "( )" where the rate decreases and "+" where the rate increases. The
"average customer usage" is based on the total gallons divided by the number of customers
in that rate category and "median customer usage" is for the median or 50"' percentile
customer with half consuming more and half using less water.

The newTable 7 expressed the changes in Table 6 in percentages, similar to Table 5.

Exhibit Magruder-4 (Rev A), 31 May 2010, page 1 of 6



5/8 & 3/4 Proposal Monthly
Charge Second Tier Third Tier Fourth Tier Fifth TierResidential

Sun
City Present 3-10k$7.99 $1.329 10k+ $1.792

vs, v4 Company
Consol $16,97 0-4k 4~1 Ok $2.29

10-
35k

$2.79 35~
60K

$3.29 60k+ $3.79

Company
Standalone $10.21 3-10k $1 .6974 1€}t<+ $2.161 i

Staff
Standalone $9.00 3-9k $1.40 9k+ 82.4518

Scenario 1 3~10k $226 my
Scenario 2 3-19k wk
Scenario 3 340k $2.25 wk

AC Magruder $15.80 4-4Gk $1 .90
10~
20k

$2.96 20»-
40k

$4.58 60k+ $6.08

Sun City
West Present $14.80 $2.95 15k+ $3.560~4k $2.41

vs, v4 Company
consol $16.97 0-4k $1 .20 4-10k $2.29

10-
35k

$2.79 35-
60k

$3.29 60k+ $3.79

First Tier
(Lifeline)

0-3k $0,719

0-3k $o,91a3

0-3k $0.70

o-ak $1 .of
o~si< $1 .00
0»3

0~4k $0.83

Without SC
v4

Company
Canso! $19.95

Staff
Standaksne $14.80

Scenario 1
Scenario 2 $11.00
Scenario 3 $11.00

0-3k $1 .00 3-10k $2.535
10-
25k

$3.035 25-
65k

$3 .535 65k+ $3.82

0-4k $2.41 4-15k $2.95 15k $3.56

0-3k ams 3-10k $2.26 'fills
£J~3k $1 .of 2,-1 ox Wk $2,6788
0~3k $1.08 19%

AC Magruder $15.00 0-4k $0.88 4-wx $1.90
"E8~

28k
$2.96 20-

40k $4.50 GGK4- $5.00

Agua
Fria

._ -- .-__--_-

Present $13.85 0-4k $1 .824 4-13k $2.728 13k+

__.---.. n

$3.275

vs, v4 Company
Consol $18.97 0-4k $1 .to 4-1 Ok $2.29 10-

35k
$2.79 35-

60k
$3.29 60k+ $3.79

Without SC
v4

Company
Consol $19.95 O-3k $1 .00 3~10k $2.535 10~

25k
$3.035 25-

65k
$3.535 65k+ $3.82

Staff
Standalone

$13.85 0-4k $4.824 4-13k $2.728 13k $3.275

Scenario 1 043k $1 .ac 3.10k $2.25 18k 83.4824
Scenario 2 $499 3-10k $2.25 10k
Scenario 3 $4 DG 3~1 Of $2.25 18k 841795

AC Magruder $15.00 0-4~k $13.83 4.1 Of $1.90
15-
20k

$2.96
20-
40k

$4.68 6€>i<+ $6.80

Anthem Present $17.53 0-4k $1.54 4-10k $2.41 10k+ $3.08

vs, v4 Company
Consol 0.4k$16.97 $1 .20 4-10k $2.29 10-

35k
$2.79 35-

60k
$3.29 6Gk+ $3.79

Without SC
v4

Company
Consol $19.95 0-3k $1 .00 3-10k $2.535

10-
25k

$3.035 25-
65k

$3.535 65k+ $3.82

Company
Standalone $35_13 0-4k $8 .0859 4-1 Of $5.8293 10k+ $6.1719

Staff
$tan4ak>ne

$25.00 U-sk $2.00 342k $5.90 9k+ $73679

Scenario 1 $14.90 0~3k s o 3*-"lOk $2.25 10k
Scenario 2 0-43k $1.09 $2.25 wk
Scenario 3 9-3k $1.au 3-Wk $2.25 we

AC Magruder' $35.00 U-4~k $0.83 4-10k $1 .90
w*
20: $2.96 20-

40k
$488 68k-I- $6.120

*

Table 1
Differences between Company (all districts and without Sun city), Staff (Scenarios 1,

2 and 3). and Magruder Rate Proposals at the District Level

Exhibit Magruder-4 (Rev A), 31 May 2010, page 2 of 6



5/8 & 3/4
evidential

Proposal Monthly
Charge

First Tier
(Lifeline) Second Tier Third Tier Fourth Tier Fifth Tier

Jbac

ann • o On » ok unoqn-l-an

Present $24.70 0-3k $1 .90 3-10k $3.00
10-
20k $4.00 20k+ $6.00

0-4k
vs, v4 Company

Consol $16.97 $1 .20 4-1 Of $2.29 10-
35k

$2.79 35-
60k

$3.29 60k+ $3.79

0-3k
Vithout SC

v4
Company
Consol $19.95 $1 .00 3-10k $2.535

10-
25k $3.035 25-

65k
$8.535 65k+ $3.82

0-Bk $1.90 3-10k $3.00
to-
28k $4.00 20k+ $6.00

we

Staff
Standalone

Scenario 1

$24.70

$10.50
$1 .00 3-4

o-aa $1.00
Scenario 2 .25 16k

.50 tax

Magruder

Present

Company
Consol
Company
Consol
Staff
Standalone

Magruder

Present

Company
Consol
Company
Consol
Staff
Standalone

llagfuder
ann _ n _ _noon ¢ o¢ ¢

Present

Company
Consol
Company
Consol
Staff
Stanmzialone

AC $1s.oo O-4k $0.83 4-10k $1 .90 1o-
2084

$2.96 20-
.40k $4.50

canUl a -

e8n+ $6.60

$9.00 0-4k $0.885 4_1Ok $1 .343 10k+ $1 .6070

0-4k$16.97 $1.20 4-10k $2.29 1o-
35k

$2.79 35.
60k

$3.29 80k+ $3.79

$19.95 0-3k $1.00 3-10k $2.535 10.
25k

$3.035 25-
55k

$3.535 85k-* $3.82

0-4k$9.00 $0.885 4» -10k $1.848 10k+ $1 .6070

O~3k we
$1 .58 1pk

0-4k$15.00 $0.83 4~10x $1.99 10-
20k $2.98

20~
40k $4.50 80k+ $6.00

vs, v4

Scenario 1
Scenario 2
Scenario 3

AC

avast
v4vs,

Vithout SC
v4

Scenario 1
Scenario 2
Scenario 3

AC

43l;
alley

vs, v4

Vithout SC
v4

0-4k$23.50 $3.02$2.34 4~13k 13k+ $3.55

0-4k$16.97 $1.20 4-10k $2.29 1o-
35k

$2.79 35-
60k

$3.29 60k+ $3.79

0-3k$19.95 $1.00 3~10k $2.535 10-
25k

$3.035 25-
65k

$3.525 65k+ $3.82

0-4k$23.50 $2.34 4~13k $3.02 "l8k+ $3.55

$1500

$25.15

w e

0-4k

0~5k

0~4k

$2.25

s.sok $1 .so

$0.88 4~10x $1 .so

$1 .05 5-15k $1 .25

$1 .20 4-1 Ok $2.29

3-10k $2.535

5-15k $1.26

a s k $2.25

$1 .00

$1 .05

$1 .of

we
we
we
19-
zok $2.96

20-
49k

$4.50 6n444» $8.09

15-
40k

$2.75 40~
80k

$a.0o 80k+ $32259

to-
35k $2.79 35-

60k
$3.29 60k+ $3.79

$19.95

$26.15

0~3k $1 .00 3-10k $2.535 10-
zsk $3,085 25-

65k
$3.535 65k+

0~5k $1 .05 5-15k $1.26 15-
40k $2.75 40-

80k
$3.00 80k+

0~3k

$3.82

$32259

Scenario 1
Scenario 2
Scenario 3 was

AC Magruder $15.00 I 0-4k $0.83 4-10k $1.90 10~
20k

$2.96 20~
40k

$4.50 60k+ $6.00

4

1 Table 1
Differences between Company (all districts and without Sun City), Staff (Scenarios 1,

2 and 3), and Magruder Rates at the District Level (REVISION A)

Scenario 3

shave

Vithout SC
v4

$16.97

4

I

3
I

5
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District (Residential and
Total Rate Change

Commercial)

Percent change a year
if over 3 years

Percent change a year if
over 5 years

S888 Giiy %Increase by 22 + 7.3% + 4.4%
Sun City West 0% 0 0
Agua Fria 0% 0 0
Anthem Decrease by 143% _ 43.3% - 28.6%
Tubac Decrease by 50% - 16.7% _ 10.0%
Mohave Increase by 60% + 20.0% + 15.0%
Havasu Decrease by 20% + 6.7% + 4.0%
Paradise Valley Increase by 5% + 1.7% + 1.2%

District
Total Rate Change
(Residential and

Commercial)

Percent change a year
if over 3 years

Percent change a year if
over 5 years

Sun Ci No change-standalone No change No change
Sun City West Decrease -0.65% -0.2% -0.1%
Agua Fria Increase 2.05%% +0.7°/0 +0.4%
Anthem Decrease by 96.7% _ 32.2% _ 19.3%
Tubac Decrease by 35.0% _ 10.2% _ 7.0%
Mohave Increase by 58.6% + 19.5% + 11.7%
Havasu Decrease by 14.5% + 4.8% + 2.9%
Paradise Valley Increase by 12.8% + 4.2% + 2.6%

4Table 2
Change in Revenue used for Consolidated Rates

(Company v3, v4)
. *

Table 3
Consolidated Rates Change in Revenue for Rate Classes

(Company WITHOUT SUN CID v4)

Exhibit Magruder-4 (Rev A), 31 May 2010, page 4 of 6



Water
District

Average Usage Median Usage
Monthly
Usage

(gallons)

Stand-
alone
Cost

Staff Scenario
(in $ per 1.000 gallons)

Monthly
Usage

(gallons)

Stand-
alone
Cost

Staff Scenario
(in $ per 1.000 gallons)

#1 #2 #3 #1 #2 #3
Sun City West 6,702 $32.41 6,000 $30.34 1323.75 (82025 $29.75)

7,954

Sun City
• Present
• Company
• Staff

$16.73
$21_37
$18.04 +$28.15 +$25.15 +$25.15 7,000

$15.46
$19.75
$16.70 +$26.00 +$23.00 +$23_00

Anthem
•

•
Present
Company
Staff

9,616 $37.22
$74.59
$65.85 (83189) (83389) ($35.89) 8,000

$33.33
$66.79
$56.00 6328.251 ($38.25) 483228)

Agua Fria 7,679 $31.18 +$31 .53 6,000 $26.60 +$27.75
Havasu 9.796 $50.36 l$3429) 5,000 $35.88 (828 BO)

8.070 $18_01 +$28.41 +$30.41
Mohave

Bullhead City
Rio

+$21.11 5,000 $13.88 +$21 .50 +$23,50 +$16.50
10,239 $20.98 +$33>58 +$35.63 +$24.51 7,000 $16.51 +$26.00 +$28,00 +$19.50

Tubac 11,740 $58.36 7,000 $42.40

24,954
Paradise Valley

$65.81 +$84.82 +$89.75 +$99.25 10,000 $37.66 ($32.75) ($34.75) (333675)General Svc
P1M1A
P1M1B

20,406 $54.79 +$68 . 98 +$73.02 +$80.24 11,000 $37.90 +$36.23 +$38.43 +$40.93
8,545 $34.83 8,000 $34.15 483225)

Average Water Usage
Monthly
Median
Usage

Monthly
Avg .

Usage

Stand-
alone

Change

Staff Scenario (in %)

#1 #2 #3
6,702 (it 86%) <310%) <31 .@a%)

10,000

(2@ 73°/>) l31.83%} (31 .6'3%}

7,954
+27.75°/>
+7.80°/>

+68.26%
+31 .73%
+56.04%

+50.33%
+1759%
+39.41 %

+50.33%
+17.69%
+39.41%

+27.75%
+8.00%

+68.17%
+3t .64°/o
+55,69%

+48.77%
+16.145%
+37.72%

+48.77%
+16.46%
+37.72%

9.616
+100.39%
+76.89%

34.329/Za)
(57. %)
<58 57%>

{8.97%l
{54.58%)
(48,53%)

(3,689/8)
<5188%)
{45.6G%)

+100.39%
+68.02%

(?5.24%)
l57.70%)
l4955%)

l9,24'8/Q)
(54.4?%l
(4554%

(3249/4);
(51 .7?%l
(484896)

7,679 {'l °l .?2%l {5.3?° /za) +1.11% (19729/0) (3.20%) +4.32%
9,796 l3§.88%} (38 91%) {4G.0E3%) (34.50%} (540'3%}

8,070 +57.l/7% +68.87% +17.02% +54.87% +69.27% +18.85%
10,239 +60.05°/o +G9.81% +16.800/9 +56.92% +68.99% +17.69%
11,740 (33.5G%) 29.49% (38.68'8/4) 133,989/o) (54€)€%}

24,954 +28.89% +36.38% +50.82% ('l3.94%) (7.73% <2.42%)
20,406 +25.90% +33;27% +46.44% +4.40% +1 .39% +7.99%
8,545 lg5.37%} 49.63% (3.89%) a , 0 0 0I

! l?7.28'/9) 411.42% 45.56%

Stand-
alone

Change

Staff Scenario (in %)

#1 #2 #3
6,000

7,000

!

8,000

s,000

5,000
7,000
7,000i

10,000

4

1 1

Table 4
Residential 5/8 and 3/4 inch Water RATES (in Dollars) for the Commission Scenarios
where +$ means a higher rate than present and means a lower rate than present.fs )

Table 5
Residential 5/8 and 3/4 inch Water Rate PERCENT RATE CHANGES for the Present and Staff
:enarios, where +% is a rate increase more than present and( %) is a rate decrease compared

to the Present Rates

Water
District

I c i t y West

I City
~resent
company
taff

hem
resent
company
taff

la Fria

'as

lave

wellhead City

D

)ac

arise Valley
1eraI Svc
MA
MB
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Water
District

Sun City West
a Present
• Company
• Staff

Sun City
• Present
• Company
• Staff

Anthem/Agua Fria
• Present
• Company
• Staff

AnthemlAgua Fria
• Present
• Company
1 Staff
AnthemlAgua Fria

(Consolidated)

Average/Mean Usage

NA $25_01
$31 .55
$31.94 +$32.97 S42

+$34.24

+$50.35

NA $13.69
$19.27
$18.05 +$32.Q7 +$22.46

$19.27
$18.05

5,632
average

$47.36
$86.10
$76.93 s. 32.9

N93 i}86d
7,000

median
$52.12
$94_76
$95.62 432 97

NA 291 +$66.77 (334 241 +$50.35

Monthly
Usage

in
Gallons

Stand-
alone
(Non-

Consol-
dated)

Staff Scenario (in $) Company Scenario (In $)

#1
#2

(SC+SC+)
+ All others

vs
All

districts

v4
(Sun City

standalone)

Mohave NA $55.55 (534 9 (3534 24) +$50.35

Water
District

+64.06%
+16.55%
+24.43%

Sun City West
• Present
• Company
• Staff

Sun City
I Present
• Company
• Staff

AnthemlAgua Fria
• Present
• Company
• Staff

AnthemlAgua Fria
• Present
• Company
I Staff

AnthemIAgua Fria
(Consolidated)

Mohave NA I U / +18.07% 33.459 < 0° 5" )

AveragelMean Usage

Monthly
Usage

in
Gallons

Stand-
alone
(Non-

Consol-
dated)

Staff Scenario (in %) Company Scenario (in %)

#1
#2

(SC+SCW)
+ All others

vs
All

districts

v4
(Sun City

standalone)

NA
+26.15%
+27.71%

+31 .83%
+4.50%
+3.22%

H0 uo".1
48 81° )

( 2  G 8 /  |

+36 91 %
+8.53%

+89.70%

+150.11%
+77.69%
+89.70%

+101 .32%
+59.59%
+57.64%

NA
+40.76%
+31 .85%

NA
+27.75%
+7.80%

+140.83%
+71 .09%
+82.66%

5,632
average

usage
+81 .81 %
+62.45%

I
( S c  '
44 63
\  1 4

7,000
median
usage +81.81%

+83.46%

(3 4 J)
J  9  , I

<6 "

NA (al() *) +40 98% 27 700, 1it/

Table 6
Residential 5/8 and 3/4 inch WASTEWATER RATES (in dollars) for the

Present, Staff, and Company Scenarios.

s

+$6677

Table 7
Residential 5/8 and 3/4 inch WASTEWATER PERCENT RATE CHANGES

for the Present, Staff, and Company Scenarios.

Exhibit Magruder-4 (Rev A), 31 May 2010, page 6 of 6



1 BEFORE THE ARIZONA c o 1 8 8 < ~ J E c 8 M M 1 s s I o n

EXHIBIT

2890 W 3 P 3 um
2

3

4

5

6

7

COMMISSIONERS
KRISTIN K. MAYES-Chairman
GARY PIERCE
PAUL NEWMAN
SANDR.A D. KENNEDY
BOB STUMP

. " " * l" l* 2i ;' -  * * ..; r"4.
. LJ V U s 2- ° * =» »  I 1 £ l n , \ *

.. pD""CHET co tU `9Tl~.*J:*,.

4 r

1.2 4 ;

8

9

10

11

12

13

14

15

16

17

18

IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLAN
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY
ITS ANTHEM WATER DISTRICT AND
ITS SUN CITY WATER DISTRICT

)
)
) DOCKET no. W-01303A-09-0343
)
)
)
)
)
)
)
)

19

20
21
22
23
24
25
26
27
28
29
30
31
32

IN THE MATTER OF THE
APPLICATION OF ARIZONA-
AMERICAN WATER COMPANY, AN
ARIZONA CQRPQRATION, FOR A
DETERMINATION OF THE CURRENT
FAIR VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR INCREASES
IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY
ITS ANTHEM/AGUA FRIA WATER
DISTRICT, ITS SUN CITY
WASTEWATER DISTRICT, AND ITS SUN
CITY WEST WASTEWATER DISTRICT

)
)
) DOCKET no. SW-01303A-09-0343
)
)
)
)
)
)
)
)
)
)

33

34
35
36
37
38
39
40

DIRECT TESTIMONY
oF

JAMES c . BACON, PARADISE VALLEY TOWN MANAGER,
ON BEHALF OF THE TOWN OF PARADISE VALLEY, ARIZONA

1

1

c -



TABLE OF CONTENTS1
2
3
4
5
6
7

EXECUTIVE SUMMARY I I I I I » » l » »
I. INTRODUCTION AND QUALIFICATIONS
11. PURPOSE OF TESTIMONY
111. CONSOLIDATION •

•

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

. . . . . . . . . . . . . . .

cocoa I

I l l l  l  l l l

1

2



I

EXECUTIVE SUMMARY1

2

3

4

5

James C. Bacon testifies that:

The Town of Paradise Valley opposes water district or rate consolidation. The Town

6 does not find a basis to support consolidation based on public policy goals, public safety

7 rationales, comparisons to other regulated utilities, or purported foreseeable benefits. Rate

8 consolidation could lead to a loss of accountability by Arizona-American Water Company over

9 the necessity for future system improvements and provides more benefit to the water company

10 than it does to customers.

3
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I. INTRODUCTION AND QUALIFICATIONS

Q: Please state your name and business address.

James Bacon
6401 E. Lincoln Drive
Paradise Valley, AZ 85253

Q. Where are you employed and in what capacity?

Town of Paradise Valley
I am the Town Manager

Q, How long have you been employed with the Town of Paradise Valley?

2 years, 4 months

Q- Please describe your educational background and professional experience.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 A. I have a bachelor's degree in economics from St. Maltin's College and a master's degree

21 in business administration from Seattle University. I have worked at a number of state

22 and local government positions in positions ranging from research and management

23 analyst to city manager, with most of my professional life having been in the position of

24 City or Town Manager in small to middle sized cities. These positions have provided me

25 with experience in the operations of water utilities, both public and private, and the

26 methodologies used to establish appropriate rates for both public and private water

27 utilities. In particular, I was responsible for water related issues, particularly as relates to

28 city and town budget issues, in the following cities:

29
30
31
32
33

Puyallup, Washington
Decatur, Illinois
Kent, Ohio
Colorado Springs, Colorado

34
35

Q- What are your current responsibilities as the Town Manager?

A.

A.

A.

4



1 A. As Town Manager, I provide the overall administrative leadership for the Town

2 necessary for the implementation of Town Council policies, the administration of the

3 organization, and the delivery of services to the community. I also implement the

4 Council's established goals and policies through professional leadership and management

5 practices. Additionally, I administer the Town's contract for fire and emergency medical

6 services and ensure that the Town operations are performed effectively, efficiently, and

7 economically such that Town services are responsive to the needs of the community.

11. PURPOSE OF TESTIMONY

Q- What is the purpose of your testimony?

8
9

10
11
12 A. I have been selected to provide to the Commission the Town Council's position with

13 regard to rate consolidation.

14

15

16

Q- Can you please provide a brief background?

During my first month as Town Manager the Arizona American Water Company issued a

17 notice to the customers in its Paradise Valley district that those customers should not

18 drink the potable water supplied by Arizona American due to contamination by

19 trichloroethylene. I spent much time that week handing out drinking water in the Town

20 Hall parldng lot and listening to people's concerns regarding Arizona American. Since

21 that time I have become intimately familiar with a number of issues related to the Town' s

22 policy concerns not only with the drinkability of the water supplied by Arizona

23 American, but also with its capability to provide fire flow through its distribution system,

24 rates related to the fire flow, and other rate issues in general. I regularly attend meetings

25 of the Town's Water Utility Committee where Arizona American staff has presented

26 information on both the quality of its water supply system and the impact of such changes

A.

5
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1 on their rates as well, and where the Committee has discussed and recommended to the

2 Town Council that the Town should oppose rate consolidation. also assisted in making

3 the recommendations to the Committee and the Council on the reasons why the Town

4 should oppose consolidation, including those reasons expressed in my testimony and in

5 Council Resolution No. 1215, which I have appended to my testimony as the Town's

6 formal expression of its position regarding rate consolidation. This same resolution

7 authorizes me to be the Mtness in this case on behalf of die Town and is attached to my

8 testimony as Exhibit A hereto.

9
10
11

111. RATE CONSOLIDATION

Q. Does the Town Council support the concept of rate consolidation and/or system

12 interconnection? Please describe.

13 No. The Town Council does not believe there is any purpose for consolidating or system

14 interconnecting the Paradise Valley Water District with other Arizona-American Water

15 Districts at this time. The Town believes ding for other water district systems

16 upgrades or infrastructure improvements can be made regardless of consolidation.

17 Q. Are there any other recommendations that the Town Council would like to make for

18 the PV Water District?

19 Yes. The Town Council would like for the Paradise Valley Water District to remain

20 unconsolidated for its Paradise Valley customers and for an equitable rate design to be

21 established for this District.

22 Q- Elijah Abinah, Assistant Director of the Utilities Division for the Arizona

23 Corporation Commission, has testified that public policy goals should be a key part

A.

A.

6



u

1 of the criteria analyzed when recommending rate consolidation. What is your

2 response to this?

3 A. Public policy goals that can purportedly be achieved by rate consolidation, such as

4 increased water conservation by means of multiple "increasing" block tariffs and

5 encouraging a switch from use of groundwater to use of surface water, can be pursued in

6 the individual rate districts and do not need consolidated water districts in order to be

7 advanced.

8 Q. Arizona Public Service Corporation (APS) has been used by many witnesses as an

9 historical example of how rate consolidation can and should work. Do you believe

10 that electric and water supply utilities are comparable for the purposes of analyzing

11 rate consolidation scenarios?

12 A. No. Electricity generation and distribution is in no way comparable to treatment and

13 distribution of water. In the case of water, each set of assets is designed to serve a unique

14 entity. Even the treatment varies, depending on the source. There is no "grid" available

15 for balancing load and optimizing generation. Lastly, physically interconnecting the

16 geographically separate facilities of the Arizona-American water districts is not feasible,

17 except perhaps in the Sun City Area, thus any comparison to APS for the purpose of

18 bolstering a proposal for Rate consolidation is flawed.

19 Q- Do you foresee any business or customer benefits that could result from rate

20 consolidation?

21 No. There is no business logic for nor customer benefit from combining the

22 geographically separate and distinct water districts in the Arizona-American system

23 dlrough some form of rate consolidation. The only real business logic is that rate

A.

7
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1 consolidation leads to simplicity for regulators, but it is difficult to see how this will lead

2 to any benefits for the customers of Arizona-American. Rate consolidation basically

3 centralizes and accumulates the rate bases for all the Arizona-American water districts

4 and makes it more difficult for customers to dissect the information discreet to their

5 locality in order to voice their opinions. At the same time, for those so inclined, it invites

6 residents in one water district, such as Sun City for example, to intervene in rate cases in

7 order to oppose capital investments that are proposed in other districts, such as Tubac or

8 Paradise Valley, pitting some sets of customers against the odlers. Because Arizona-

9 Alnerican's water districts are geographically isolated with completely separate water

10 supplies and customers, rates can be easily determined for each district. One must ask

11 whether rate consolidation is good for the customers, or good only for Arizona-American

12 and the Commission.

13 Q. Others have testified that in order to help fund public safety improvements larger

14 water districts should be consolidated with smaller districts so that the cost of the

15 improvements can be shared across all of the Company's water customers. What is

16 your response to this?

17 A. Rate consolidation allegedly may promote public safety by combining smaller troubled

18 water districts with larger ones in order to help "fund" the substantial investments needed

19 to alleviate health or public safety issues in the smaller districts. However, those same

20 improvements can be made regardless of consolidation. The only effect of consolidation

21 is to shift those costs to customers in other districts, including those who may have

22 already paid for similar necessary public safety improvements in their current water

23 district, many of which may have been constructed many years before consolidation. The

8



l

1 customers in districts that had already paid for the same type of public safety

2 improvements needed in a separate district can and should question the fairness of having

3 to pay (again) for the public safety improvements needed in other districts. Similarly,

4 purchasers of homes and businesses that may have made their decision to purchase and

5 develop property within a particular water district based in part on the complete water

6 treatment and distribution system there and the relatively low cost of water supply for that

7 property could object to the shifting of costs from other separate districts to these

8 purchasers-such shifting upsetting their investment backed expectations that were

9 logically and prudently relied upon.

10 Q- If rate consolidation were to happen, do you believe it could lead to a loss of

11 accountability by Arizona-American? Please explain.

12 Yes. Rate consolidation can lead to a loss of accountability by Arizona-American over

13 the necessity or merit of malting certain capital investments in each of the water districts.

14 Capital expenditures that may receive a rigorous examination by the ratepayers when

15 made in one water district will not appear to have a substantial rate impact when spread

16 out over a much larger rate-payer base, thus leading to a less thorough examination of

17 such capital expenditures .

Q. Does this conclude your testimony in this case?18

19

20 Yes .

l

A.

A.

9
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Respectfully submitted this 3rd day of May, 2010.

Town of Paradise Valley

Andrew M. Miller, Town Attorney
6401 E. Lincoln Drive
Paradise Valley, AZ 85253
Attorney for Town of Paradise Valley

ORIGINAL and thirteen (13) copies of the
Foregoing have been filed with Docket
Control this 3l'd day of May, 2010

Teena Wolfe
Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington St.
Phoenix, Arizona 85007

Janice Alward, Chief Counsel
Legal Division
Arizona Corporation Commission
1200 West Washington St.
Phoenix, Arizona 85007

Lyn Farmer
Chief Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington St.
Phoenix, Arizona 85007

Steve Olga, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington St.
Phoenix, Arizona 85007

A COPY of the foregoing was
Mailed this 3rd day of May, 2010, to:

Bradley Herrera
21 East Carrillo Street
Santa Barbara, CA 93101

Greg Patterson
916 W. Adams - 3
Phoenix, Arizona 85007

W.R. Hansen
12302 W. Swallow Drive
Sun City, Arizona 85024

Larry Woods
13815 E. Camino Del Sol
Sun City, Arizona 85375

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

Larry Robertson, Jr.
PO Box 1448
Tubae, Arizona 85646

Judith Dworldn
4250 N. Drinkwater Blvd, 4m Floor
Scottsdale, AZ 85251
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Michael T. Heller
Lewis & Rock LLP
40 North Central Avenue
Phoenix, Arizona 85004

Daniel Pozefsky
Chief Counsel
Residential Utility Consumer Office
1 l10 West Washington Ste., Ste 220
Phoenix, AZ 85007

Robert Saperstein
21 E. Carrillo Street
Santa Barbara, California 93101

Jeffery Crockett
One Arizona Center
400 E. Van Buren
Phoenix, AZ 85004-2202
Marshall Magruder
PO Box 1267
Tubac, Arizona 85646

Norman James
3003 N. Central Ave, Ste 2600
Phoenix, AZ 85012-2913

Joan Burke
1650 N. First Ave
Phoenix, AZ 85003

Philip Cook
10122 W. Signal Butte Circle
Sun City, AZ 85373

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Arizona Reporting Service, Inc.
2200 North Central Avenue, Ste 502
Phoenix, Arizona 85004-1481

IGXLQ, < r c
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RESOLUTION NUMBER 1215

A RESOLUTION OF THE MAYOR AND COUNCIL OF
THE TOWN OF PARADISE VALLEY, ARIZONA,
RECEIVING THE RECOMMENDATIONS OF THE
WATER UTILITY COMMITTEE REGARDING
PROPOSALS FOR R.ATE CONSOLIDATION
CURRENTLY BEFORE THE ARIZONA CORPOR.ATION
COMMISSION IN THE PENDING ARIZONA-
AMERICAN WATER COMPANY RATE CASE, DOCKET
no. W-01303A-09-0343; ADOPTING FINDINGS ON THE
ISSUE OF RATE CONSOLIDATION; AND
AUTHQRIZING THE TOWN ATTORNEY TO FILE
TESTIMONY AND A COPY OF THIS RESOLUTION IN
THE DOCKET FOR THE RATE CASE

1

2

3

4

5

6

7

8
9

10

11

12

13

14

15

16

17

18

19

20 BE IT RESOLVED BY THE MAYOR AND COUNCIL OF THE TOWN OF

21 PARADISE VALLEY, ARIZONA THAT:

22

23

24

25

WHEREAS, the Town of Paradise Valley is a direct customer of the Arizona

American Water Company ("Arizona American"), located in Arizona American's

Paradise Valley Water District ("PV District"), and a considerable majority of the PV

District is composed of residents and businesses in the Town of Paradise Valley, and

26

27

28

29

30

31

WHEREAS, the Arizona Corporation Commission ("Commission") requested

input from parties to a prior rate case (Commission Docket No. W-01303A-08-0227, the

"Prior Rate Case"), including the Town, on a proposal to consolidate the PV Water

District with other Arizona American water districts for the purposes of instituting a

consolidated water rates structure for the eight Arizona American water districts within

the jurisdiction of the Commission (hereinafter "Rate Consolidation"), and

1215 AZ AMERICAN 1 Exhibit A



1 WHEREAS, the Town Council previously adopted Resolution #1185 which

2 provided direction to the Town's Attorneys on the Town's position on Rate

3 Consolidation in the Prior Rate Case, the Town's position being as follows :

4

5

6

7

8

9

10

11

12

"Consolidation of Arizona-American Water Systems - The Town takes no
position on the question of consolidation of Arizona-American Water rate
districts raised by Commissioner Mayes in her letter to the parties to the docket
dated November 10, 2008. The Town can foresee some benefits and some
detriments to the Town's residential and commercial users in the event of a
consolidation, but it finds that there are too many variables involved in the
determinatioN of whether the Town's water users are in a better or worse
position in the event of a consolidation."

13 WHEREAS, Decision No. 71410 in the Prior Rate Case required dirt the issue of

14 Rate Consolidation be tdcen up in the Company's next rate case with a separate docket in

15 which "a revenue-neutral change to rate design" of all of Arizona Alnerican's water

16 districts be considered, that separate docket being Case No. W-01303A-09-0343 (the

17 "Current Rate Case"), and

18 WHEREAS, the Town filed for intervention in Current Rate Case; and

19 intervention was recently granted, and

20 WHEREAS, the Paradise Valley Water Utility Committee was established by the

21 Town of Paradise Valley Town Council on January 22, 2009 with said Committee to be

22 advisory to the Town Council and to make regular reports and recommendations to the

23 Council based on its research and review of matters related to the Town's three water

24 utility companies, and

25 WHEREAS, the Water Utility Committee met on April 14, 2010 to discuss and

26 make a recommendation to the Council on a proposal in the Current Rate Case to

27 institute Rate Consolidation, and

I

1215 AZ AMERICAN 2



1 WHEREAS, the Water Utility Committee adopted a motion at its April 14, 2010

2 meeting recommending to the Council dirt the Town oppose Rate Consolidation at this

3 time and requested that the Town Attorney, based on the input of the members of the

4 Water Utility Committee, prepare a set of reasons why due Town should oppose Rate

5 Consolidation; and

6 WHEREAS, that the Council discussed Rate Consolidation at its April 8th, 2010

7 and April 22nd, 2010 Council meetings to obtain background on the arguments for and

8 against Rate Consolidation, and

9 WHEREAS, the Town Council concurs with the recommendation of the Water

10 Utility Committee that the Town should oppose Rate Consolidation,

11 NOW THEREFORE, the Town Council directs and authorizes the Town

12 Attorney and Town Manager to file testimony and a copy of this resolution in the docket

13 of the Current Rate Case opposing consolidation of the PV Water district with any other
.J

14 Arizona American water districts, based on the following Endings:

Public policy goals that can purportedly be achieved by Rate Consolidation,
such as increased water conservation by means of multiple "increasing" block
tariffs and encouraging a switch from use of groundwater to use of surface
water, can be pursued in the individual rate districts and do not need
consolidated water districts in order to be advanced.

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

2. There is no business logic for nor customer benefit from combining the
geographically separate and distinct water districts in the Arizona American
system through some form of Rate Consolidation. The only real business logic
is that Rate Consolidation leads to simplicity for regulators, but it is difficult to
see how this will lead to any benefits for the customers of Arizona American.
Rate Consolidation basically centralizes and accumulates die rate bases for all
the Arizona American water districts and makes it more diffictdt for customers
to dissect the information discreet to dieir locality in order to voice their
opinions. At the same time, for those so inclined, it invites residents in one
water district, such as Sun City for example, to intervene in rate cases in order
to oppose capital investments that are proposed in other districts, such as

1215 AZ AMERICAN

1.

3
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Tubac or Paradise Valley, pitting some sets of customers against the others.
Because Arizona American's water districts are geographically isolated with
completely separate water supplies and customers, rates can be easily
determined for each district. One must ask whether Rate Consolidation is good
for the customers, or good only for Arizona American and the Commission.

Arizona Public Service Corporation (APS) is consistently used as a historical
example and comparable model as to how rate consolidation can and should
work, It is not. Electricity generation and distribution is in no way
comparable to treatment and distribution of water. In the case of water each
set of assets is designed to serve a unique entity. Even the treatment varies,
depending on the source. There is no "grid" available for balancing load and
optimizing generation. Lastly, physically interconnecting the geographically
separate facilities of the Arizona American water districts is not feasible,
except perhaps in the Sun City Area, thus any comparison to APS for the
purpose of bolstering a proposal for Rate Consolidation is flawed.

Rate Consolidation allegedly may promote public safety by combining smaller
troubled water districts with larger ones in order to help "fund" the substantial
investments needed to alleviate health or public safety issues in the smaller
districts. However, those same improvements can be made regardless of
consolidation. The only effect of consolidation is to shift those costs to
customers in other districts, including those who may have already paid for
similar necessary public safety improvements in their current water district,
many of which may have been constructed many years before consolidation.
The customers in districts that had already paid for the same type of public
safety improvements needed in a separate district and should question the
fairness of having to pay (again) for the public safety improvements needed in
other districts. Similarly, purchasers of homes and businesses that may have
made their decision to purchase and develop property within a particular water
district based in part on the complete water treatment and distribution system
there and the relatively low cost of water supply for that property could object
to the shifting of costs from other separate districts to these purchasers-such
shifting upsetting their investment backed expectations that were logically and
prudently relied upon.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

Rate Consolidation can lead to a loss of accountability by Arizona American
over the necessity or merit of making certain capital investments in each of the
water districts. Capital expenditures that may receive a rigorous examination
by the ratepayers when made in one water district will not appear to have a
substantial rate impact when spread out over a much larger rate-payer base,
thus leading to a less thorough examination of such capital expenditures.

1215 AZ AMERICAN
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2

The Town Attorney is directed to file a copy of dais Resolution in the docket for

the Current Rate Case as a statement of the Town's position on Rate Consolidation, and

3

4

5

to represent the Town's interests in all future hearings in the Current Rate Case involving

the issue of Rate Consolidation consistent with the positions outlined above.

ADOPTED by the Town Council divs 22nd day of April, 2010.
.I

Vernon B. Parker, Mayor

a

ATTEST:

D/\»vv\»€4M L
Duncan Miller.

I

APPROVED AS TO FORM

) c

6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Andrew M. Miller, Town Attorney

1215 AZ AMERICAN

A a I'
é izvn Clerk

5



I H

STATE OF ARIZONA

COUNTY OF MARICQPA

)
:ss.

)

CERTIFICATION

I, Duncan Miller, Town Clerk hereby certify dirt the foregoing is a full, true and
correct copy of Resolution Number 1215 duly and regularly passed and adopted by vote of
die Town Council of Paradise Valley at a meeting thereof duly called and held on the 22"
day of April, 2010. That said Resolution appears in the minutes of said meeting, and that
the Same has not been rescinded or modified and is now in full force and effect.

I further certify that said municipal corporation is duly organized and existing, and
has the power to take die action called for by the foregoing Resolution.

Dmwv<4vW :4,4<» 4"
Duncan Miller Town Clem

SEAL
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Rate Design Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343

1 INTRODUCTION

2

3

4

5

Please state your name, position, employer and address.

My name is Rodney L. Moore. I am a Public Utilities Analyst V with the

Residential Utility Consumer Office ("RUCO"), located at 1110 West

Washington Street, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

Please state your educational background and qualifications in the utility

regulation field.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which I have participated.

12

13

14

15

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's recommended rate

design for Arizona-American Water Company ("AAWC" or "Company").

16

17

18

Please summarize your direct testimony.

My direct testimony describes RUCO's recommended rate design and

19 presents schedules that demonstrate it will produce RUCO's

20 recommended level of revenue. I have also provided a schedule, which

21 shows the impact of RUCO's recommended rate design on a typical

22 residential customer at various levels of consumption.

23

A.

A.

A.

A.

Q.

Q.

Q.

Q.

2



Rate Design Direct Testimony of Rodney L_ Moore
Arizona-American Water Company
Docket Nos, W-01303A-09-0343 & SW-01303A-09-0343

1 To support RUCO's position I am presenting two schedules for each of the

2 five districts, which clearly depict the methodology and calculations used

3 to produce RUCO's recommended rate design.

4

5 PROOF OF RECOMMENDED REVENUE

6 Has RUCO prepared a Schedule presenting proof of your recommended

7 revenue?

8 Yes. Proof that RUCO's recommended rate design will produce the

9

10

recommended required revenue as illustrated, is presented on the Rate

Design Schedule for each of the five systems.

11

12 TYPICAL BILL ANALYSIS

13

14

Has RUCO prepared a Schedule representing the financial impact of

RUCO's recommended rate design on the typical residential customer?

15 Yes. A typical bill analysis for residential 5/8" X 3/4" metered customers

16

17

with various levels of usage (both average and median) is presented on

the Typical Bill Analysis Schedule for each of the five systems.

18

lg RATE CONSOLIDATION

20

21

22

Has RUCO reviewed the Company's models to consolidate rates for the

Company's water districts throughout the state?

Yes, RUCO reviewed the Company's consolidation models to consolidate

23 all AAWC water districts.

A.

A.

Q.

Q.

Q.

A.

3



Rate Design Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343

1 Q. Does RUCO support the rate consolidation in this filing?

2

3

4

5

6

7

No. RUCO's recommended rate design generates revenues on a system-

by-system basis. The rate design displayed on the attached schedules is

based on no consolidation or revenue shifting among any of the districts.

The monthly basic service fees and commodity charges were developed

from the Company's present rate structure and vary only to reflect

RUCO's adjustment to the proposed revenue requirement.

8

9 RUCO's Director Jodi Jericho, will provide testimony detailing the reasons

10 RUCO opposes rate consolidation in this proceeding.

11

12

13

14

15

16

Will RUCO be providing additional testimony on rate consolidation during

this proceeding?

Yes. RUCO reserves the right to file testimony on rate consolidation

during the surrebuttal phase of the proceeding upon review of the other

parties' position on the issue.

17

18

19

20

21

22

23

A.

A.

Q.

4



Rate Design Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343

1 PHASED IN RATES

2

3

Is there a mechanism available to mitigate the effects of rate shock for

RUCO's proposed 74 percent increase to the customers of Anthem Water

4 and the proposed 61 percent increase to the customers of Anthem/Agua

Fria Wastewater?5

6 Yes. Phased in rates is a mechanism, which could be utilized to mitigate

7

8

9

10

rate shock by spreading the authorized rate increase over several years.

However, for phased in rates to be successful and to avoid a whiplash

effect on ratepayers the Company would have to forego significant returns

while phasing in the increase.

11

12

13

Would RUCO support a phase in of RUCO's recommended rate increase

in order to mitigate the effects of rate shock of the stand-alone rates for

14

15

16

Anthem Water and Anthem/Agua Fria Wastewater Districts?

Yes. RUCO would support phased in rates if the Company were willing to

forego the entire authorized return on investment until final phase in takes

effect.17

18

19

20

21

What would RUCO recommend as an appropriate phase in period?

RUCO recommends a three-year phase in period to mitigate the rate

shock on the ratepayers of Anthem Water and Anthem/Agua Fria

22 Wastewater Districts .

23

A.

A.

Q.

Q.

A.

Q.

5
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1 Does this conclude your direct testimony?

2 Yes, it does.A.

Q.

6





APPENDIX 1

Qualifications of Rodney Lane Moore

EDUCATION: Athabasca University
Bachelor's Degree in Business Administration 1993

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona 85007
May 2001 - Present

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

Auditor
Arizona Corporation Commission
Phoenix, Arizona 85007
October 1999 - May 2001

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. l am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No.

Rio Verde Utilities, inc WS-02156A-00-0321

Black Mountain Gas Company G-03703A-01-0283

W-02025A-01-0559Green Valley Water Company

New River Utility Company W-01737A-01-0662



Utility Company Docket No.

W-01917A-01-0851Dragoon Water Company

Roosevelt Lake Resort, Inc. W-01958A-02-0283

G-01551A-02-0425Southwest Gas Company

Arizona-American Water Company W-01303A-02-0867 et al.

WS-02676A-03-0434

T-01051 B-03-0454

W-02113A-04-0616

G-01551A-04-0876

W-01303A-05-0405

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Southwest Gas Company

Arizona-American Water Company

Far West Water and Sewer Company WS-03478A-05-0801

SW-02519A-06-0015Gold Canyon Sewer Company

Arizona-American Water Company ws-01303A-06-0403

G-04204A-06-0463 et al.

E-04204A-06-0783

UNS Gas, Inc.

UNS Electric, Inc.

Tucson Electric Power Company E-01933A-07-0402

Southwest Gas Company G-0155tA-07-0504

W-01445A-08-0440Arizona Water Company

Arizona-American Water Company W~01303A-08-0227 et al.

WS-02987A-08-0180

SW-02361A-08-0609

Johnson Utilities, LLC

Black Mountain Sewer Corporation

Arizona-American Water Company W-01303A-09-0343 et al.

Global Water Company SW-20445A-09-0077 et al.

2



Utility Company Docket No.

Bella Vista Water Company, Inc. W-02465A-09-0414 et al.

3



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

TABLE OF CONTENTSTO RLM RATE DESIGN SCHEDULES

PAGE
no. TITLE

Anthem Water District
RLM-RD1 (A)

RLM-RD2 (A)

1 TO 3 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

1 TYPICAL RESIDENTIAL BILL ANALYSIS

RLM-RD1 (SC)

RLM-RD2 (SC)

1 TO 3

1 TYPICAL RESIDENTIAL BILL ANALYSIS

Sun City Water District
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

1

1

AnthemlAgua Fria Wastewater District
RATE DESIGN AND PROOF OF RECOMMENDED REVENUERLM-RD1 (AAF)

RLM-RD2 (AAF) TYPICAL RESIDENTIAL BILL ANALYSIS

1

1

Sun City Wastewater District
RATE DESIGN AND PROOF OF RECOMMENDED REVENUERLM-RD1 (SCW)

RLM-RD2 (SCW) TYPICAL RESIDENTIAL BILL ANALYSIS

1 TO 2

1

Sun City West Wastewater District
RATE DESIGN AND PROOF OF RECOMMENDED REVENUERLM-RD1 (SC)

RLM-RD2 (SC)

SCH.
no.

TYPICAL RESIDENTIAL BILL ANALYSIS

r



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Anthem Water District
Schedule RLM-RD1 (A)

Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM WATER DISTRICT PROPOSED REVENUE

(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PROPOSED
CHARGES &
USAGE FEES

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS
1 58,731 $ 30.43 $ 1 ,787,444 $ 1,787,444

2
3
4

E1M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Ne><t 6,000 Gals.
Third Tier - Over 10,000 Gals.

217,253
206,092
141,439

$
$
$

2.6736
4.1841
5.3473

$
$
$

580,853
862,309
756,319

5 41,076 $ 74.45 $ 3,057,921
$
$

2,199,482
3,057,921

e
7
8

EL MI B - 1"
Commodity Usage (In Thousands of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 36,000 Gals.
Third Tier - Over 40,000 Gals.

152,289
307,881
13,395

$
$
$

2.6736
4.1841
5.3473

$
$
$

407,163
1,288,207

71,626

9 804 $ 150.02 $ 120,686
$
$

1,766,998
120,686

10
11

E1M1C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 109,000 Gals.
Second Tier - Over 109,000 Gals.

9,407
1 ,504

$
$

4.1841
5.3473

$
$

39,360
8,042

12 170 $ 240.11 $ 40,826
$
$

47,402
40,826

13
14

EL MI D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 185,000 Gals.
Second Tier - Over 185,000 Gals.

16,060
14,455

$
$

4.1841
5.3473

$
$

67,197
77,296

144,492
15 $ $

$
$

16
17
18

$

C1M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier- Next 9,000 Gals.
Third Tier - Over 13,000 Gals. $

$
$
$

19 $ $
$
$

20
21

C1M1 B - 1"
.Commodity Usage (in Thousands of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

$
$

$
$

$
22 Total Residential Customers 100,781

23 771,894

24

Total Residential Usage (In Thousands Of Gals)

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 9,165,250

CONTINUED ON THE NEXT PAGE



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0_43
Test Year Ended December 31, 2008

Anthem Water District
Schedule RLM-RD1 (A)

Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM WATER DISTRICT PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(D)

LINE
no. DESCRIPTION

(B)
PROPOSED
CHARGES &
USAGE FEES

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

COMMERCIAL CUSTOMERS
25 $ 30.43 $ $

26
27

EL M2A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

$
$

4.1841
5.3473

$
$

28 46 $ 74.45 $ 3,454
$
$ 3,454

29
30

EL M2B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

1,844
1,742

$
$

4.1841
5.3473

$
$

7,715
9,313

$
31 35 $ 150.02 $ 5,296 ,$

17,029
5,296

32
33

EL M2C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

1 ,562
266

$
$

4.1841
5.3473

$
$

6,534
1 ,422

34 63 $ 240.11 $ 15,191
$
$

7,957
15,191

35
36

EL M2D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

7,098
10,493

$
$

4.1841
5.3473

$
$

29,697
56,112

37 10 $ 480.53 $ 4,789
$

S

85,808
4,789

38
39

EL M2E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

312 $
$

4.1841
5.3473

$
$

1 ,305

40 291 $ 30.43 $ 8,850
$
$

1,305
8,850

41
42

E2M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

422
1,094

$
$

4.1841
5.3473

$
$

1,766
5,850

43 540 $ 74.45 $ 40,186
$
$

7,616
40,186

44
45

E2M1 B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

8,025
8,946

$
$

4.1841
5.3473

$
$

33,579
47,835

46 574 $ 150.02 $ 86,066
$
$

81,414
86,066

47
48

E2M1C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

22,510
18,079

$
$

4.1841
5.3473

$
$

94,183
96,675

49 1,440 $ 240.11 $ 345,723
$
$

190,859
345,723

50
51

E2M1 D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

87,711
50,988

$
$

4.1841
5.3473

$
$

366,990
272,649

$ 639,639

CONTINUED ON THE NEXT PAGE



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Anthem Water District
Schedule RLM-RD1 (A)

Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM WATER DISTRICT PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PROPOSED
CHARGES &
USAGE FEES

(D)

LINE
no. DESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

52 153 $ 480.53 $ 73,505 $ 73,505

53
54

E2M1 E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

9,316
8,546

$
$

4.1841
5.3473

$
$

38,979
45,698

$ 84,677
55 Total Commercial Customers

56

3,152

238,953

57

Total Commercial Usage (in Thousands Of Gals)

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 1,699,365

OWU
58
59

E7M2 - Anthem Wholesale (Phoenix) OWU
All Commodity Usage (In Thousands Of Gals)

28
239,764

$
$ 0.5202

$
$ 124,721 .92

60 TOTAL OWU CUSTOMER REVENUE $ 124,722

MISCELLANEOUS

$61
62

D7M1 - Anthem Treatco Portable Irrigation
All Commodity Usage (In Thousands Of Gals)

572
480,873

$
$ 2.4795

$ _

$1 ,192,306.24

63
64
65

D7M2 - Anthem Treatco Non-potable Iii. 60
All Commodity Usage (In Thousands Of Gals) 103,027

TOTAL SALE FOR MISCELLANEOUS CUSTOMER REVENUE

$
$ 2.4795

$
$ 255,451 .51

$

$ 1,447,758

PRIVATE FIRE PROTECTION CUSTOMERS
66
67
68
69

E6MO4 - 4"
ESME -  8"
E6MO6 - 6"

Commodity Usage (In Thousands Of Gallons)

120
518

84

$
$
$

146.53
219.79
221 .74

No Charge

$
$
$

17,617
113,750

18,626

70 TOTAL PRIVATE FIRE PROTECTION CUSTOMERS REVENUE $ 149,994

71
72
73
74
75
76

TOTAL ANTHEM WATER - BILLED REVENUE
TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU.
TOTAL MISCELLANEOUS
TOTAL PRIVATE FIRE

TOTAL RUCO PROPOSED REVENUE PER BILL COUNT

$
$
$
$
$
$

9,165,250
1 ,699,365

124,722
1 ,447,758

149,994
12,587,088

77
78
79

Company Computation Error - RUCO Adjustment C-1
Unreconciled Difference vs. Billed Revenues

REVISED REVENUE PER BILL COUNT

$
$
$

(9,456)
(49,242)

12,528,390

Other Revenue (Per Company Revised Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO

80
81
82
83 D iffy re nae

$ 272,650
$ 12.,801,040
$ 12,801,040
$ _
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Sun City Water District
Schedule RLM-RD1 (SC)

Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
SUN CITY WATER DISTRICT PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(D)

LINE
no. DESCRIPTION

(B)
PROPOSED
CHARGES a
USAGE FEES

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS
1 238,843 $ 8.61 $ 2,056,927 $ 2,056,927

2
3
4

A1 M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 3,000 Gals,
Second Tier - Next 7,000 Gals.
Third Tier - Over 10,000 Gals.

664,183
871,579
363,936

$
$
$

0.7753
1 .4331
1 .8247

$
$
$

514,965
1249,098

664,057

5 4,051 $ 22.10 $ 89,504
$
$

2,428,120
89,504

6
7

AL M1 B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 43,000 Gals.
Second Tier - Over 43,000 Gals.

53,311
18,890

$
$

1 .4331
1 .8247

$
$

76,402
34,468

9 15,769 $ 44.18 $ 696,710
$
$

110,870
696,710

10
11

A1M1C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 98,000 Gals.
Second Tier - Over 98,000 Gals.

923,883
131,146

$
$

t .4331
1 .8247

$
$

1 ,324,057
239,296

12 5,305 $ 70.69 $ 375,026
$
$

1 ,563,353
375,026

13
14

AL MI D .. 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 164,000 Gals.
Second Tier - Over 164,000 Gals.

373,847
91,297

$
$

1.4331
1.8247

$
$

535,777
166,585

9 36 $ 141.40 $ 5,156
$
$

702,362
5,156

10
11

A1 M1 E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 342,000 Gals.
Second Tier - Over 342,000 Gals.

7,875
291

$
$

1 .4331
1 .8247

$
$

11,286
531

11,817
12 $ $

$
$

13
14

AL MI F - 4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 543,000 Gals.
Second Tier - Over 543,000 Gals.

$
$

$
$

12 21 $ 441.84 $ 9,441
$
s 9,441

13
14

AL MI G .. 6"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 700,000 Gals.
Second Tier - Over 700,000 Gals.

2,865 $
s

1 .4331
1 .8247

$
$

4.106

$ 4,106
22 Total Residential Customers 264,025 $ 3,232,764

23 3,503,103 $ 4,820,628

24

Total Residential Usage

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 8,053,391

25 2,742 $ 8.61 $ 23,618 $ 23,618

26
27

COMMERCIAL CUSTOMERS
A1 M2A . 5/8" & 3/4"

Commodity Usage (In Thousands Of Gallons)
First Tier - First 10,000 Gals.
Second Tier - Over 10,000 Gals.

CONTINUED ON THE NEXT PAGE

8,592
9,486

$
$

1 .4331
1 .8247

$
$

12.313
17,308



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Sun City Water District
Schedule RLM-RD1 (SC)

Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
SUN CITY WATER DISTRICT PROPOSED REVENUE

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PROPOSED
CHARGES &
USAGE FEES

(C)
RUCO

PROPOSED
REVENUES

(D)

LINE
no. DESCRIPTION

28 1,743 $ 22.10 $ 38,506

TOTAL

REVENUES
$ 29,621
$ 38,506

29
30

A1 M2B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 43,000 Gals.
Second Tier - Over 43,000 Gals.

27,788
11 ,694

$
$

1 .4331
1 .8247

$
$

39,824
21 ,337

31 2,295 $ 44.18 $ 10t,384
$
$

61,161
101,384

32
33

A1M2C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 98,000 Gals.
Second Tier - Over 98,000 Gals.

73,696
25,259

$
$

1 .4331
1.8247

$
$

105,617
46,088

34 2,176 $ 70.69 s 153,834
$
$

151,706
153,834

35
KG

At M2D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 164,000 Gals.
Second Tier - Over 184,000 Gals.

164,480
74,532

$
$

1.4331
1.8247

$
$

235,723
135,995

37 314 $ 141.40 $ 44,422
$
$

371,718
44,422

38
39

AL M2E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 342,000 Gals.
Second Tier - Over 342,000 Gals.

37,735
15,491

$
$

1 .4331
1 .8247

$
$

54,080
28,265

40 62 $ 220.92 $ 13,594
$
$

82,345
13,594

41
42

AL M2F - 4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 543,000 Gals.
Second Tier - Over 543,000 Gals.

25,654
41,901

$
$

1 .4331
1.8247

$
$

36,766
76,455

43 87 $ 441.84 $ 38,396
$
$

113,221
38,396

44
45

AL M2G .. 6"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 700,000 Gals.
Second Tier - Over 700,000 Gals.

53,939
140,428

$
$

1 .4331
1.8247

$
$

77,303
256,232

$ 333,535
55 Total Commercial Customers 9,418 $ 413,754

56 Total Commercial Usage (In Thousands Of Gals)

TOTAL COMMERCIAL CUSTOMERS REVENUE

710,674 $ 1,143,306

57 $ 1 ,557,060

OWU
58
59

A5M1 Public Interruptible - Peoria
All Commodity Usage (In Thousands Of Gals)

12 $
$

7.44
1.0599

$
$

89

60 TOTAL OWU CUSTOMER REVENUE $ 89

MISCELLANEOUS
61
62

A7M1D - Irrigation - 2"
All Commodity Usage (In Thousands Of Gals)

24
2,005

$
$

70.69
1.1435

$
$

1 ,697
2,293 $ 3,989

61
62

A7M2 - Irrigation - Raw
All Commodity Usage (In Thousands Of Gats)

CONTINUED ON THE NEXT PAGE

12
41,373

$
$ 0.9145

$
$ 37,835 $ 37,835



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0-43
Test Year Ended December 31, 2008

Sun City Water District
Schedule RLM-RD1 (SC)

Pages 1 Thru 3

RATE DESIGN AND PROOF OF RECOM
SUN CITY WATER DISTRICT PROP

MENDED REVENUE
OSED REVENUE

(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PROPOSED
CHARGES&
USAGEFEES

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

63
64

B7M2 - Sun City West Irrigation - Raw
All Commodity Usage (in Thousands Of Gals)

1,356
176.610

$
$ 0.9145

$
$ $ 161,506

65

66

67

Total Miscellaneous Customers 1,392

Total Misc. Usage (In Thousands Of Gals) 219,988

TOTAL SALE FOR MISCELLANEOUS CUSTOMER REVENUE

$

$

161,506

1,697

201,634

$ 203,330

PRIVATE FIRE PROTECTION CUSTOMERS
68
69
70
71
72
73

A6MO3 .. 3"
A6MO4 .. 4"
A6MO6 - 6"
AGMO8 - 8"
A8MI - Private Hydrant - Peoria

Commodity Usage

12
677
655
120
756

$
$
$
$
$
$

12.01
18.58
39,05
50.99
7.50

1.0599

$
$
$
$
$
$

144
12,588
25,578
6,119
5,668

74 TOTAL PRIVATE FIRE PROTECTION CUSTOMERS REVENUE $ 50,096

75 TOTAL RUCO PROPOSED REVENUE PER BILL COUNT $ 9,863,967

76
77

TOTAL SUN CITY WATER - BILLED REVENUE
RESIDENTIAL BILL COUNT
RESIDENTIAL MISCELLANEOUS ADJUSTMENT (Per Company Schedule H-2, Line 57)

$
$

78
79

COMMERCIAL BILL COUNT
COMMERCIAL MISCELLANEOUS ADJUSTMENT (Per Company Scheduie H-2, Line 61)

80 TOTAL OWU

81
82

MISCELLANEOUS BILL COUNT
MISCELLANEOUS MISCELLANEOUS ADJUSTMENT (Per Company Schedule H-2, Line 76)

$
$

TOTAL PRIVATE FIRE83

84 SUBTOTAL REVISED PROPOSED REVENUE PER BILL COUNT

85
86

Unreconciled Difference vs. Billed Revenues
REVISED REVENUE PER BILL COUNT

8,053,391
(16,498)

$ 1,557,060
$ (6,160)

$ 89

203,330

(86)

$ 50,096

$ 9,841,223

(3,704)
9,837,519

$
$

Other Revenue (Per Company Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO

157,898
9,995,417
9,995,417

87
88
89
90 D iffe hence

$
$
$
$
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Anthem/Agua Fria Wastewater District
Schedule RLM-RD1 (AAF)

Page 1 of 1

(D)

LINE
no. DESCRIPTION

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM/AGUAFRIA WASTEWATER DISTRICT PROPOSED REVENUE

(A) (B) (C)
TEST YEAR PRESENT RUCO
ADJUSTED CHARGES & TEST YEAR

DETERMIN'TS USAGE FEES REVENUES
TOTAL

REVENUES

1
2

RESIDENTIAL CUSTOMERS (Usage In Thousands Of Gallons)
E1MS1 - All Residential Customers 156,899 $

Volume Charge - First 7,000 Gallons 882,859 $
44.80

5.6161
$
$

7,020,243
4,958,253

TOTAL RESlDENTlAL CUSTOMERS REVENUE $ 11,978,496

COMMERCIAL CUSTOMERS (Usage In Thousands Of Gal\ons)

1

2

E2MS1 - Commercial 5/8" Customers
Volume Charge - First 10,000 Gallons

51
302

$
$

44.80
5.6161

$
$

2,283
1,696

$ 3,979
3
4

E2MS2 - Commercial 3/4" Customers
Volume Charge - First 15,000 Gallons

12 $
$

67.20
5.6161

$
$

806

$ 806
5
6

E2MS3 - Commercial 1" Customers
Volume Charge - First 20,000 Gallons

261
2,316

$
$

89.70
5.6161

$
$

23,376
13,005

$ 36,381
7
8

E2MS4 - Commercial Large Customers
Volume Charge - All Gallons

1 ,583
80,477

$
$

179.33
5.6161

$
$

283,947
451,972

$ 735,919

9 Total Customer Bills $

$

310,412

466,67310

11

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 777,085

12
13

OWU CUSTOMERS (Usage In Thousands Of Gallons)
E5M2 - Anthem Wholesale (Phoenix) 24

Volume Charge - All Gallons 231 ,722 $ 5.1158
$
$ 1,185,452

14 TOTAL OWU CUSTOMERS REVENUE $ 1,185,452

TOTAL ANTHEMIAGUA FRIA WASTEWATER - BILLED REVENUES

15
16
17

TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU

$
$
$

11 ,978,496
777,085

1 ,185,452

18 TOTAL RUCO PROPOSED REVENUE PER BILL COUNT $ 13,941,034

Unreconciled Difference vs. Billed Revenues19
20 REVISED REVENUE PER BILL COUNT

$
$

(9,736)
13,931 ,298

Other Revenue (Per Company Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO

$
$
$
$

2,556
13,933,854
13,933,854

21
22
23
24 Difference
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Sun City Wastewater District
Schedule RLM-RD1 (SC)

Pages 1 Thru 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
SUN CITY WASTEWATER DISTRICT PROPOSED REVENUE

(C)
RUCO

TEST YEAR
REVENUES

(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PRESENT

CHARGES a
USAGE FEES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS (Usage In Thousands Of Gallons)

z 17.76 4,134,735

3

232,807

2,630 44.41

4 20 88.80

116,796

1.778

5 48 142.08

6

A1s1A - Residential Single 5/8" x 3/4"

A1s1B - Residential Single Unit 1"

A1S1C - Residential Single Unit 1-1/2"

A1S1D - Residential Single Unit =>2"

A1s1 N - Residential S Unit Non Water 1,214 17.76

7 AL S2A _ Residential M Unit Ali Water

s

$

$

$

$

$

$

17.76

17.768

$

$

$

$

$

$

$

$g

A1 S2N - Residential M Unit Non Water

Total Customer Bills

127,974

7,626

372,319

6,825

21 ,554

2,272,868

135,442

6,689,999

11 TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 6,689,999

12 COMMERCIAL CUSTOMERS (Usage In Thousands Of Gallons)

14 A2MS2 - Commercial WC 240 5.35 1,283

71516 A2MS4 - Commercial WM 72

$

$ 9.93

$

$

23 A2MSP - Paradise Park I/U
Volume Charge - All Usage

12
30,079

$
$

8,254.36
1.7784

$
$

99,052
53,494

25
26

A2S1A - Commercial Single Unit 5/8" x 3/4"
Volume Charge - First 5,000 Gallons

1 .690
4,054

$
$

8.72
1.2619

$
$

14,734
5,116

27
28

A2S1B - Commercial Single Unit 1"
Volume Charge - First 12,500 Gallons

1 ,330
10,538

$
$

21.81
1.2619

$
s

28,993
13,298

29
30

A2S1C - Commercial Single Unit 1 1/2"
Volume Charge - First 25,000 Gallons

1 ,394
24,560

$
$

43.60
1.2619

$
$

60,770
30,993

31
32

A2S1D - Commercial Single Unit 2"
Volume Charge - First 40,000 Gallons

1 ,157
35,246

$
$

69.77
1.2619

$
$

80,734
44,478

33
34

A2S1E - Commercial Single Unit > 2"
Volume Charge - All Gallons

144
104,554

$
$

69.77
1.2619

$
$

10,082
131,941

37
38

A2S2A - Commercial Multi Unit 5/8" x 3/4"
Volume Charge - First 5,000 Gallons

59
235

$
$

8.72
1.2619

$
$

518
297

CONTlNUED ON THE NEXT PAGE



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Sun City Wastewater District
Schedule RLM-RD1 (SC)

Pages 1 Thru 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
SUN CITY WASTEWATER DISTRICT PROPOSED REVENUE

(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PRESENT

CHARGES &
USAGE FEES

(C)
RUCO

TEST YEAR
REVENUES

TOTAL
REVENUES

39
40

A2S2B - Commercial Multi Unit 1"
Volume Charge - First 12,500 Gallons

24
296

$
$

21.81
1.2619

$
$

516
374

41
42

A2S2C - Commercial Multi Unit 1 1/2"
Volume Charge - First 25,000 Gallons

115
2,515

$
$

43.60
1.2619

$
$

5,032
3,174

43
44

A2S2D - Commercial Multi Unit 2"
Volume Charge - First 40,000 Gallons

211
6,741

$
$

69.77
1.2519

$
$

14,692
8,507

45
46

A2S2E .. Commercial Single Unit > 2"
Volume Charge - All Gallons

44
75,717

$
$

69.77
1.2619

$
$

3,084
95,550

49
50

A2S7D - Commercial LU => 2"
Volume Charge - All Gallons

49
3,836

$
$

69_77
1.2619

$
$

3,419
4,840

55 Total Customer Bills

56

6,541

298,371

$

$

323,624

392,061

57

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE 715,685

58

59

TOTAL SUN CITY WEST WASTEWATER - BILLED REVENUES

TOTAL RESIDENTIAL $

60

61

COMMERCIAL BILL COUNT

TOTAL RUCO PROPOSED REVENUEPER BILL COUNT

6,689,999

715,685

$ 7,405,684

62

63

COMMERCIAL MISCELLANEOUS ADJUSTMENT (Per Company Schedule H-2, Line 104)

SUBTOTAL RUCO PROPOSED REVENUE PER BILL COUNT $

55,569

7,461 ,253

64
65

Unreconciled Difference vs. Billed Revenues
REVISED REVENUE PER BILL COUNT

$
$

124
7,461 ,377

66
67
68
69

Other Revenue (Per Company Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO
Difference

$
$
$
$

6.411
7,467,788
7,467,788



4-* »"h\
. g  8  ' 4 -

175 '--...I o

8869"q"(9€3
""?'QC?
c:» cnc>
CD o

1 -

89 898
1- U) O
*": ng Q
q- ID c:>
m o

m

UJ
(D m comm<5 >~PI<mm@® mZn_l_IJnc~annn
UJZB:goo
mp3D.

LIJ
(D mmmmm<§t-I<c1o>o>o>o1Z1-LUNNNNN
L\J2 n:
8 0 3LuE
D_

aLu
U)
OD.
O
noD.
O
O
3
no

D
LLI
Cl)
O
D.
O
Cr
D.
O
O
:J
DC

(D
"2
r -
1 -

I

Q

m 1-0v
m of of
q co_cq
m LO LT
W  F O
et <2
LD | \

Ra wen 343
<qqLo_mum1-O50
<=a<'><nr \ N

> . L L I Q Q Q Q Q
_ x w v v v v v

0 ; 1 : <
O l - u J
: o u r
f r o m

H Z

r~r\r~1~r~
>.u_IQQQQQ
_IN)0I<~<r<r<r<r<r

Oi-uJ
3 2 9 :
c r o p

E Z

Mn"O G)

94°m D.
88
. Q t r
£ 2
g o
Ag
G oCm
CD ea he Ia ¢+> <-A e=>eee¢>enee ea efa ea va ea

I \ I \  r ~ r~ | \

3 8 \a<r8=>U D  08
ooa 6go

c>1-

88 o\-»$:3~
* z i g<i-04m u - g oo

a Lo co co co co
LL|>- ' E ' ' ' ' Em . J I _ r \ r ~ r \ r ~ r ~

80°o L E

>- Lo co co co co
_| . . . .

ea en as Ia ea 69 he he 69 %

I -
<~4
cm
1:-

I

55;

D
LIJ
m
O
D_
O
no
D.
>-
z
<
D.
2
o
O

Nmmv *LQLDLTv'
no CDLDLTr-c*>N |*-o
1- no

c*><oc'>l~oou>
f e z *m u mo w n
=Q<rQr~ co

a
UJ
U)
O
D.
O
Mr
D..
>-
z
<
D.
E
o
O

mcncnmou
|->- cqcqcqcqcq.J8 I 6 @ @ @ m @

u g l -
u J z 8LKO
8_E

a>o>o>a>o>
» ->- =Q=Q=Q~>.=Q
Z . J m m m m m

(1)1-
L u  2 0
M O O
D - E

815 es he he ea he ea he he he as Ia ea 69 99

8
£-<1-LoC'
5149
091-D

39 ooo£`s - I*-(\.1g
uicu .
0> - 9

Q
' p

Lu
Q u .
8 0

Lu \
<Do3"38>>
c/> ° o

= ~ »5 8 3 3c \1u'>1.1-0

84
O $8888

a m 0 0  o o oL L I @ o Q o 9 ° . Q
> < * ' * ° 8 8 8

8 :+-
z
LlJ
CD
LL]
C r
D .

t-zLu(DUJnoD. l
au

*Q
m
'r"

I | I I I

of;

u : > < r cw a v
°`i°QLf1o e o c rn u:e q c o v
<r LC

so N co ror~
UZ LQ mw o U¢*> c¢> LCN N v
LD u:

83m
m
1953
5589
>2

\-U>~.J..J1JL1
£3 9
4 8 3
> 2

ea he he he 99

u.l

zl.LI
>LuQu:

weE t
< 0
2 8 .
< o_,nm
_ J D -

==s
a'E-|-
* I a
E a
38
89
_13
<98Qu:
4 <

=§
6
z
cm

l

z
LE
m
m
Q
m
| -
8

'U
8

D  3
Lu o
vo _c
OD. 8
Q  o
Cr cu
a CD

x
m
E

o Eoc
GJ
o
G.)

at
'- . .
m

> <

Ea
"--..
I-O

cm
z
o
Q
nr
<B.
E
o
o
. J
= '
m

LIJ
w
DC
<
O
>-
_ I

| -
z
O
E
Q
U)
<m

m 3go 'u
§ » -
0 3

Q W :
ot ' -<9

X

8

>-(Dl=Luo
m

c

o

Z
Q
|-
&
DC
L)
v > z
IJJO
D :

<
8
-12'
8'» =
m y 8'
398
m<r>:1:» Q>uJ|-
, uzr o
m

UJ
in 3
_ z
3 8
0 3 m
l > & - /
<'JJ<»8UMEQ
8; <<»: -__1LL>
<

_I
s
I -
z
LLI
Q
w
m
M

2
E
O
O

. I
S
| -
z
IJJ
Q
U)
LU
as

LU
(D
<
cm
3
LL
o
r/J
. J

g
9 8
o
w e ;

51113
888,
0 9 8I -
d < 5
E 1-9Jz
_:Q§lro
z u g
u.l""§DMLU
8 L'*o
82251_u 3n.

LL

30m'<7>Q> O Z< o <

3<w3
IJ.
o
'ZUJ
6

852'
2  U J E
588
44%
8 %
328
. l I J J z59
4328Sum
I - m l 2

3¢uJQUJO- - mv:<uJ
34

t o ?
51-P
D ( / : Q
\ U o z

m

88?9°m3~
E< c ~ ' >

s ,°58 'u
a"'*'

Ia' UJ
' 2 8

m
c 'G`5>-
886
< 9 1 -

LU .
Z  O 1- N c"'> <r Lm LO

he

N com Q v' C\I m <1-F 1" 1- Lf) LO I*- co U)
° r '  F T '



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Sun City West Wastewater District
Schedule RLM-RD1 (SCW)

Pages 1 Thru 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
SUN CITY WEST WASTEWATER DISTRICT PROPOSED REVENUE

(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PRESENT

CHARGES &
USAGE FEES

(C)
RUCO

TEST YEAR
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS (Usage In Thousands Of Gallons)

1 28.36

2

177,993

589 70.89

5,047,349

41,742

3 141,78

4 37 226.85

5

B1S1A - Residential Single 5/8" x 3/4"

B1S1 B - Residential Single unit 1"

B1S1C - Residential Single Unit 1-1/2"

B1S1 D - Residential Single Unit =>2"

B1S1N - Residential S Unit Non Water 157 28.36

6 B1S2A - Residential Multi all Units 28.336

$

$

$

$

$

$ 28.36

$

$

$

$

$

$

8,290

4,459

803,532

7 Total Customer Bills 207,111 $ 5,905,372

8

g

Total Customer Charged Usage

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 5,905,372

10 COMMERCIAL CUSTOMERS

11 B2MS2 - Commercial WC 2,424 10.67

12 B2MS3 - Commercial DW 48 85.57

13 B2MS4 - Commercial WM 360 19.95

14 B2MS5 - Commercial WR

(Usage In Thousands Of Gallons)

$

$

$

$12 41.82

$

$

$

s

25,861

4,107

7.183

502

15
16

B2S1A - Commercial Single Unit 5/8" x 3/4"
Volume Charge - First 5,000 Gallons

253
956

$
$

16.17
2.3837

$
$

4,091
2.280

17
18

B2S1B - Commercial Single Unit 1"
Volume Charge - First 12,500 Gallons

336
2,951

$
$

40.42
2.3837

$
$

13,588
7,035

19
20

B2S1C - Commercial Single Unit 1 1/2"
Volume Charge - First 25,000 Gallons

567
9,717

$
$

80.85
2.3837

$
$

45,875
23,163

21
22

B2S1D - Commercial Single Unit 2"
Volume Charge .. First 40,000 Gallons

1,052
26,882

$
$

129.36
2.3837

$
$

136,104
64,078

23
24

B2S1E - Commercial Single Unit > 2"
Volume Charge - All Gallons

23
16,947

$
$

129.36
2.3837

$
$

2,975
40,396

25
26

B2S1N - Commercial Single Unit No Water
Volume Charge - Per Unit

CONTINUED ON NEXT PAGE

469 $
$

129.36 $
$

60,681



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Sun City West Wastewater District
Schedule RLM-RD1 (SCW)

Pages 1 Thru 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
SUN CITY WEST WASTEWATER DISTRICT PROPOSED REVENUE

(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PRESENT

CHARGES &
USAGE FEES

(C)
RUCO

TEST YEAR
REVENUES

TOTAL
REVENUES

27
28

B2S2A . Commercial Multi Unit 5/8" X 3/4"
Volume Charge - First 5,000 Gallons

$
$

16.17
2.3837

s
$

29
30

B2S2B - Commercial mum Unit 1"
Volume Charge - First 12,500 Gallons

24
297

$
$

40.42
2.3837

$
$

970
709

31
32

B2S2C - Commercial Multi Unit 1 1/2"
Volume Charge - First 25,000 Gallons

24
360

$
$

80.85
2.3837

$
$

1 ,940
858

33
34

B2S2D - Commercial Multi Unit 2"
Volume Charge - First 40,000 Gallons

48

1 ,920
$
$

129.36
2.3837

$
$

6,209
4,577

35
36

B2S2E - Commercial Single Unit > 2"
Volume Charge - All Gallons

15
6,130

$
$

129.36
2.3837

$
$

1,940
14,612

37
38

B2S7D - Commercial Single Unit LU => 2"
Volume Charge .. All Gallons

$
$

129.36
2.3837

$
$

4,657
43,863

39 Total Customer Bills

40

36
18,401

5,692

84,562

$

$

316,684

201,571

41

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 518,256

42 TOTAL SUN CITY WEST WASTEWATER . BILLED REVENUES

43
44

TOTAL RESIDENTIAL
TOTAL COMMERCIAL

$
$

5,905,372
518,256

45 TOTAL RUCO PROPOSED REVENUE PER BILL COUNT $ 6,423,628

46
47

Unreconciled Difference vs. Billed Revenues
REVISED REVENUE PER BILL COUNT

$
$

(5,762)
6,417,866

Other Revenue (Per Company Revised Schedule C-1, Line 3)48
49
50
i t

TOTAL REVENUE
PROPOSED REVENUE PER RUCO

1,321
6,419,187
6,419,187

Difference

$
$
$
$
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Schedule RLM-1
Page 1 of 2

SUMMARY OF PHASE-IN RATES . SCENARIOS no.1 AND no.2
TYPICAL BILL ANALYSIS AND PROOF OF RECOMMENDED REVENUE

Scenario No. 1 - The Amount Of Unrealized Revenue If The Company Would Forego Full Revenue Recovery During Phase-In Period

TYPICAL BILL ANALYSIS
(B) <¢)

PRESENT
MONTHLY

COST

(D)
RUCO

MONTHLY
COST

(E)
RUCO

MONTHLY
INCREASE

(F)
PRECENTAGE

MONTHLY
INCREASE

LINE
no. DESCRIPTION

(A)
VARIABLE
MONTHLY
USAGE

% AVERAGE
USAGE OF

Anthem Water District

STEP-ONE TYPICAL RESIDENTIAL BILL ANALYSIS 9,616 100.00% 37.22 $ 46,36 $ 9.13 24.54%

STEP-TWO TYPICALRESIDENTIAL BILL ANALYSIS 100.00% 37,22 $ 55.50 $ 18.27 49.0B%

STEP-THREE TYPICAL RESIDENTIAL BILL ANALYSIS

9,616

9,616 100.00%

$

$

$ 37,22 $ 64.63 $ 27.40 73.81%

Anthem/Agua Fria Wastewater District

STEP-ONE TYPICAL RESIDENTIAL BILL ANALYSIS 100.00% s 47.99 $ 57.81 $ 9.82 20,46%

STEP-TWO TYPICAL RESIDENTiAL BILL ANALYSIS

5,814

5,814 100.00% $ 47.99 $ 67.63 $ 19.64 40.92%

STEP-THREE TYPlCAL RESIDENTIAL BILL ANALYSIS 5,814 100.00% s 47.99 $ 77.45 $ 29.46 61 .39%

PROOF OF RECOMMENDED REVENUE
(D) (E) (F)

UNREALIZED
REVENUE
DURING
PHASE-IN

(A)
RUCO

RECOMMENDED
REVENUE
INCREASE

(B)
RUCO

PHASE-IN
REVENUE
INCREASE

(C)
COMPANY
REQU\RED
REVENUE
INCREASE

SHORTFALL
IN REVENUE

REQUIREMENT

CARRYING
CHARGES ON
SHORTFALL

6.77%Anthem Water District

$Per RUCO Attachment RCS-2, Schedule A (A)
RUCO Adjustment C-1
Rounding
RUCO Revenue Increase Per Be Count (RLM»RD1) $

5,327,222
(9,455)

256
5,336,422

STEP-ONE $ 5,336,422 $ 5,336,422 240,868 S 3,798,734

STEP-TWO $ 5,336,422 5,336,422

$ 3,557,866

$ 1,778,556 377,582 $ 2,15G,13B

STEP-THREE

Total Revenue Shortfall During Phasln Period

$ 5,336,422

s 1,778,556

$ 3,557,866

$ 5,336,422 $ 5,336,422 $ 145,971 $ 145,971

$ 6,100_B42

Anthem/Agua Fria Wastewater Disxrim

Per RUCO Attachment RCS-3, Schedule A (AAF)
Unreconciled Difference vs. Billed Revenues
Other Revenue
Rounding
RUCO Revenue Increase Per Bill Count (RLM-RD1)

5,296,431
(9,736)
2,555

442
5,303,169

STEP-ONE $ 5,303,169 $ 5,303,169 $ 3,535,446 239,350 $ 3,774,796

STEP-TWO $ 5,303,169

$ 1,767,723

$ 3,535,446 5,303,169 $ 1,767,723 375,229 $ 2,142,952

STEP-THREE $ 5,303,169 $ 5,303,169 $ 5,303,169 $ 145,078 $ 145,078

$ 6,062,825Total Revenue Shortfall During Phase-In Period



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Schedule RLM-1
Page 2 of 2

SUMMARY OF PHASE-IN RATES . SCENARIOS no.1 AND no.2
TYPICAL BILL ANALYSIS AND PROOF OF RECOMMENDED REVENUE

Seenario No. 2 - Adjusted Revenue Requirement To Allow Company Full Recovery Of RUCO Recommended Revenue Requirement

TYPICAL BILL ANALYSIS
(8) (C)

PRESENT
MONTHLY

COST

(D)
RUCO

MONTHLY
COST

(E)
RUCO

MONTHLY
INCREASE

(F)
PRECENTAGE

MONTHLY
INCREASE

LINE
no. DESCRiPTION

(A)
VARIABLE
MONTHLY
USAGE

% AVERAGE
USAGE OF

Anthem Water District

STEP-ONE TYPICAL RESIDENTIAL BILL ANALYSIS 9.616 100,00% $ 37.22 $ 46.36 $ 9.13 24.54%

STEP-TWO TYPICAL RESIDENTIAL BILL ANALYSIS 9.616 100.00% s 37.22 $ 55.50 s 18.27 49.08%

STEP-THREE TYP\CAL RESIDENTIAL BILL ANALYSIS 9.616 100.00% $ 37.22 s 95.95 $ 58.73 157.76%

Anthem/Agua Fria Wastewater District

STEP-ONE TYPICAL RESIDENTIAL BILL ANALYSIS 100.00% $ 47,99 57.81 $ 9.82 20.46%

STEP-TWO TYPICAL RESIDENTIAL BILL ANALYSIS

5,814

5,814 100.00% $ 47.99

$

$ 67.63 $ 19.64 40.92%

STEP-THREE TYPICAL RESIDENTIAL BILL ANALYSIS 5,814 100.00% $ 47,99 $ 111.14 $ 63,14 131.57%

PROOF OF RECOMMENDED REVENUE
(D) (E) (F)(A)

RUCO
RECOMMENDED

REVENUE
INCREASE

(B)
RUCO

PHASE-lN
REVENUE
INCREASE

(C)
COMPANY
REQUIRED
REVENUE
INCREASE

SHORTFALL
IN REVENUE

REQUIREMENT

CARRYING
CHARGES ON
SHORTFALL

6.77%

TOTAL
UNREALIZED

REVENUE

Anthem Water Disirid

$Per RUCO Attachment RCS-2, Sdledule A (A)
RUCO Adjustment C-1
Rounding
RUCO Revenue Increase Per Bill Count (RLM-RD1) $

5,327,222
(9,455)

255
5,336,422

STEP-ONE 240,868 $ 3.798.734

STEP-TWO

$ 5,336,422

$ 5,336,422

$ 1,778,556

$ 3,557,866

s 5,336,422

5,336,422

$ 3,557,866

$ 1,778,556 377,582 $ 2,156,138

STEP-THREE

Total Revenue Shortfall During Phaseln Period

$ 5,336,422 s 11,437,264 $ 5,336,422 $ (G,100,842) 145,971 $ <5,954,872)

$

Anthem/Agua Fria Wastewater District

Per RUCO Attachment RCS-3, Schedule A (AAF)
Unreconciled Difference vs. Billed Revenues
Other Revenue
Rounding
RUCO Revenue Increase Per Bill Count (RLM-RD1)

5,2964431
(9,736)
2,556

442
5,3o3, 1 he

STEP-ONE s 5,303,169 $ 1,767,723 $ 5,303,169 $ 3,535,446 239,350 $ 3,774,796

STEP~TWO $ 5,303,169 $ 3,535,446 5,303,169 $ 1,767,723 375,229 $ 2,142,952

STEP-THREE $ 5,303,169 $ 11,365,994 $ 5,303,169 $ (6,062,825) 145,07B $ (5,917,747)

$Total Revenue Shortfall During Phase-\n Period



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

(D)

LINE
no.

Anthem Water District
Schedule STEP-ONE RLM-RM (A)

Pages 1 Thru 3
PHASE-IN RATES STEP-ONE - 33.33% OF RUCO RECOMMENDED REVENU.E REQUIREMENT

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMIN'TS USAGE FEESDESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS
1 58,731 $ 21,83 $ 1,282,205 $ 1,282,205

2
3
4

EL M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 6,000 Gals.
Third Tier - Over 10,000 Gals.

217,253
206,092
141 ,439

$
$
$

1.9179
3.0014
3.8359

$
$
$

416,669
618,569
542,538

5 41,076 $ 53.40 $ 2,193,569
$
$

1,577,776
2,193,569

6
7
8

EL MI B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 36,000 Gals.
Third Tier - Over 40,000 Gals.

152,289
307,881
13,395

$
$
$

1.9179
3.0014
3.8359

$
$
SS

292,074
924,082
51 ,380

9 804 35 107.62 $ 86,573
$
$

1267,537
86,573

10

11

E1M1C - 1-1/2"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 109,000 Gals,
Second Tier - Over 109,000 Gals.

9,4o7
1 ,504

$
$

3.0014
3.8359

$
$

28,234
5,769

12 170 $ 172.24 $ 29,286
$
$

34,004
29,286

13
14

EL MI D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 185,000 Gals.
Second Tier - Over 185,000 Gals.

16,060
14,455

$
$

3.0014
3.8359

$
$

48,203
55,447

$
$

103,650

15 $ 8;

$ $
$
$

16
17
18

C1M1A - 5/8" & 3/4"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 9,000 Gals.
Third Tier - Over 13,000 Gals. $

19 $ $
$
S

20
21

C1M1 B _ 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

$
$

$
$

$

22 Total Residential Customers 100,781

23 771,894

24

Total Residential Usage (In Thousands Of Gals)

TOTAL RESlDENTlAL CUSTOMERS REVENUE $ 6,574,600

CONTINUED ON THE NEXT PAGE
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Arizona-Amercian Water Company Anthem Water District
Docket Nos. SW & W-01303A-09-0343 Schedule STEP-ONE RLM-RD1 (A)
Test Year Ended December 31, 2008 Pages 1 Thru 3

PHASE-IN RATES STEP-ONE - 33.33% OF Ruco RECOMMENDED REVENUE REQUIREMENT
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMIN'TS USAGE FEES
LINE
n o . DESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

COMMERCIAL CUSTOMERS
25 $ 21.83 $ $

26
27

EL M2A .. 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

$
$

3.0014
3.8359

$
$

28 46 $ 53.40 $ 2,478
$
$ 2,478

29
30

EL M2B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

1,844
1 .742

$
$

3.0014
3.8359

$
$

5,535
6,681

31 35 $ 107.62 $ 3,799
$
$

12,215
3,799

32
33

E1M2C - 1-1/2"
Commodity Usage (In Thousands of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

1 ,562
266

$
s

3.0014
3.8359

$
$

4.687
1 ,020

34 63 $ 172,24 $ 10,897
$
$

5,708
10,897

35
36

EL M20 - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

7,098
10,493

$
$

3,0014
3.8359

$
$

21,303
40,251

37 10 $ 344.70 $ 3,436
$3
$

61,554
3.436

38
39

EL M2E - 3"
Commodity Usage (\n Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

312 $
$

3.0014
3.8359

$
$

936

40 291 $ 21.83 $ 6,349
$
35

936
6,349

41
42

E2M1A .. 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

422
1 ,094

$
$

3.0014
3.8359

$
$

1,267
4.196

43 540 $ 53.40 $ 28,827
$
$

5,463
28,827

44
45

E2M1 B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

8,025
8,946

$
$

3.0014
3.8359

$
8

24,088
34,314

46 574 $ 107.62 $ 61,739
$
$

58,402
61,739

47
48

E2M1C _ 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

22,510
18,079

$
$

3.0014
3.8359

$
$

67,561
69,349

49 1 ,440 38 172,24 as 248,001
$
$

136,911
248,001

50
51

E2M1 D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

87.711
50,988

$
$

30014
3.8359

33
$

263,257
195,582

55 458,839

CONTINUED ON THE NEXT PAGE



(D)

Arizona~Amercian Water Company Anthem Water District
Docket Nos. SW & W-01303A-09-0343 Schedule STEP-ONE RLM-RD1 (A)
Test Year Ended December 31, 2008 Pages 1 Thru 3

PHASE-IN RATES STEP-ONE - 33.33% OF RUCO RECOMMENDED REVENUE REQUIREMENT
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMIN'TS USAGE FEES
LINE
n o . DESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

52 153 $ 344.70 $ 52,728 $ 52,728

53
54

E2M1 E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

9,316
8.546

$
33

3.0014
3,8359

$
$

27,961
32,781

$ 60,742

55 Total Commercial Customers 3,152

238,95356

57

Total Commercial Usage (In Thousands Of Gals)

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 1,219,022

OWU
58
59

E7M2 - Anthem Wholesale (Phoenix) OWU
All Commodity Usage (In Thousands Of Gals)

28
239,764

$
$ 0.3732

$
$ 89,468.02

60 TOTAL OWU CUSTOMER REVENUE $ 89,468

MISCELLANEOUS
$61

62
D7M1 - Anthem Treatco Portable Irrigation

All Commodity Usage (In Thousands Of Gals)

572
480,873

$
$ 1 .7786

$
$ 855,288.96

63
64
65

D7M2 - Anthem Treatco Non-Potable Iii. 60
All Commodity Usage (In Thousands Of Gals) 103,027

TOTAL SALE FOR MISCELLANEOUS CUSTOMER REVENUE

$
$ 1.7786

$
$ 183,245.59

$

$ 1,038,535

PRIVATE FIRE PROTECTION CUSTOMERS
66
67
68
69

E6MO4 - 4"
E6MO8 - 8"
E6MO6 _ 6"

Commodity Usage (In Thousands Of Gallons)

120
518

84

$ 105.11
$ 157.67
$ 159.06

No Charge

$
$
$

12,638
81,598
13,361

70 TOTAL PRIVATE FIRE PROTECTION CUSTOMERS REVENUE $ 107,597

71
72
73
74
75
76

TOTAL ANTHEM WATER - BILLED REVENUE
TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU
TOTAL MISCELLANEOUS
TOTAL PRIVATE FIRE

TOTAL Ruco PROPOSED REVENUE PER BILL COUNT

$
$
$
$
$
$

6,574,600
1,219,022

89,468
1,038,535

107,597
9,029,222

77
78
79

Company Computation Error - RUCO Adjustment C-1
Unreconciled Difference vs. Bred Revenues

REVISED REVENUE PER BILL COUNT

$
$
$

(9,456)
(49,242)

8,970,524

80
81
82
83

Other Revenue (Per Company Revised Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO
Difference

$ 272,650
$ 9,243,173
$ 12,801.040
35 (3,557,866)
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Arizona-Amercian Water Company
Docket Nos. SW8= W-01303A-09-0343
Test Year Ended December 31, 2008

(D)

LINE
NO.

Anthem Water District
Schedule STEP-TWO RLM-RD1 (A)

Pages 1 Thru 3
PHASE-IN RATES STEP-ONE _66.67% OF RUCO RECOMMENDED REVENUE REQUIREMENT

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMlN'TS USAGE FEESDESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS
1 58,731 $ 26.13 $ 1,534,878 $ 1,534,878

2
3
4

E1 M1A _ 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 6,000 Gals,
Third Tier - Over 10,000 Gals.

217,253
206,092
141,439

s
$
$

2.2958
3.5929
4.5918

$
$
$

498,779
740,465
649,451

5 41,076 $ 63.93 $ 2,625,837
$
$

1 ,888,695
2,625,837

6
7
8

EL MI B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier First 4,000 Gals.
Second Tier - Next 36,000 Gals.
Third Tier - Over 40,000 Gals.

152,289
307,881
13,395

$
$
$

2.2958
3.5929
45918

$
$
$

349,631
1,106,183

61,506

9 804 $ 128.82 $ 103,633
$
$

1,517,320
103,633

10
11

E1 M1C - 1-1/2"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 109,000 Gals.
Second Tier - Over 109,000 Gals.

9,407
1 ,504

$
$

3.5929
4.5918

$
$

33,798
6,906

12 170 $ 206.18 $ 35,058
$
$

40,704
35,058

13
14

EL MI D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 185,000 Gals.
Second Tier - Over 185,000 Gals.

16,060
14,455

$
$

3.5929
4.5918

$
$

57,702
66,374

$
$

124,076

15 $ $

$ $
$
$

16
17
18

C1M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 9,000 Gals.
Third Tier - Over 13,000 Gals. $

19 $ $
$
$

20
21

C1M1 B _ 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

$
$

$
$

$

22 Total Residential Customers 100,781

23 771,894

24

Total Residential Usage (In Thousands Of Gals)

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 7,870,200

CONTINUED ON THE NEXT PAGE



<D)

Arizona-Amercian Water Company Anthem Water District
Docket Nos. SW & W-01303A-09-0343 Schedule STEP-T\NO RLM-RD1 (A)
Test Year Ended December 31, 2008 Pages 1 Thru 3

PHASE-IN RATES STEP-ONE . 66.67% OF RUCO RECOMMENDED REVENUE REQUIREMENT
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMlN'TS USAGE FEES
LINE
n o . DESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

COMMERCIAL CUSTOMERS
$25 $ 26.13 $

26
27

E1M2A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

$
$

3.5929
4.5918

$
$

28 46 $ 63.93 $ 2,966
$
$ 2,966

29
30

EL M2B .. 1"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

1,844
1 ,742

$
$

3.5929
4.5918

$
$

6,625
7,991

31 35 $ 128.82 $ 4,547
$
35

14,623
4,547

32
33

E1M2C -. 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier .. Over 100,000 Gals.

1 ,562
266

$
$

3.5929
4.5918

$
$

5,611
1,221

34 63 $ 206.18 $ 13,044
$
$

6,832
13,044

35
36

EL M2D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

7,098
10,493

$
$

3.5929
4.5918

$
$

25,501
48,183

37 10 $ 412.63 $
$
$

73,684
4,113

38
39

EL M2E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier .. First 300,000 Gals.
Second Tier - Over 300,000 Gals.

312 $
$

3.5929
4.5918

$
$

4,113

1,121

40 291 $ 26.13 $ 7,600
$
$

1,121
7,600

41
42

E2M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

422
1 ,094

$
$

3.5929
4.5918

$
$

1,516
5,023

43 540 $ 63.93 $ 34,507
$
$

5,540
34,507

44
45

E2M1B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

8,025
8,946

$
$

3.5929
4.5918

SB
$

28,835
41,076

46 574 $ 128.82 $ 73,905
$
$

69,910
73,905

47
48

E2M1C - 1-1/2"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

22,510
18.079

$
$

3.5929
4.5918

$
$

80,875
83,015

49 1 ,440 $ 206.18 $ 296,873
$
$

163,890
296,873

50
51

E2M1D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

87,711
50,988

$
$

3.5929
4.5918

$
$

315.135
234,124

$ 549,258

CONTINUED ON THE NEXT PAGE



Arizona-Amercian Water Company
Docket Nos. SW 8¢ W-01303A-09-0343
Test Year Ended December 31, 2008

(D)

LINE
no.

Anthem Water District
Schedule STEP-TWO RLM-RD1 (A)

Pages 1 Thru 3
PHASE-IN RATES STEP-ONE - 85.67°/0 OF RUCO RECOMMENDED REVENUE REQUIREMENT

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES a.

DETERMIN'TS USAGE FEESDESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

52 153 $ 412.63 $ 63,119 $ 63,119

53
54

E2M1 E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

9,316
8,546

$
$

3.5929
4.5918

$
$

33,471
39,241

$ 72,712

55 Total Commercial Customers 3,152

238,95356

57

Total Commercial Usage (In Thousands Of Gals)

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 1,459,245

OWU
58
59

E7M2 - Anthem W holesale (Phoenix) OW U
All Commodity Usage (In Thousands Of Gals)

28
239,764

$
$ 0.4467

$
$ 107,098,72

60 TOTAL OWU CUSTOMER REVENUE $ 107,099

$61
62

MISCELLANEOUS
D7M1 - Anthem Treatco Portable Irrigation

All Commodity Usage (In Thousands Of Gals)

572
480,873

$
$ 2.1291

$ _

$1 ,023,833.36

63
64
65

D7M2 - Anthem Treatco Non-Potable lee, 60
All Commodity Usage (in Thousands Of Gals) 103,027

TOTAL SALE FOR MISCELLANEOUS CUSTOMER REVENUE

$
$ 2.1291

$
$ 219,356.21

$

$ 1,243,190

PRIVATE FIRE PROTECTION CUSTOMERS
66
67
68
69

EGMO4 - 4"
E6MO8 .. 8"
EGMO6 - 6"

Commodity Usage (In Thousands Of Gallons)

120
518

84

$ 125.83
$ 188.74
$ 190.41

No Charge

$
$
$

15,128
97,678
15,994

70 TOTAL PRIVATE FIRE PROTECTION CUSTOMERS REVENUE $ 128,800

71
72
73
74
75
76

TOTAL ANTHEM WATER - BILLED REVENUE
TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU
TOTAL MISCELLANEOUS
TOTAL PRIVATE FIRE

TOTAL RUCO PROPOSED REVENUE PER BILL COUNT

$
$
$
$
$
$

7,870,200
1,459,245

107,099
1243,190

128,800
10,808,532

Company Computation Error - RUCO Adjustment C-1
Unreconciled Difference vs. Billed Revenues

S

$
$

(9,456)
(49,242)

10,749,834

77
78
79 REVISED REVENUE PER BILL COUNT

Other Revenue (Per Company Revised Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO

$
33
$
33

272,650
11,022,484
12,801 ,040
(1 ,778,556)

80
81
82
83 Difference
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

<D>

LINE
no.

Anthem Water District
Schedule STEP-THREE RLM-RD1 (A)

Pages 1 Thru 3
PHASE-IN RATES STEP-ONE-100.00% OF RUCO RECOMMENDED REVENUE REQUIREMENT

RATEDESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEMWATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMIN'TS USAGE FEESDESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

RESIDENTIAL CUSTOMERS
1 58,731 $ 45.19 $ 2,653,801 $ 2,653,801

2
3
4

E1M1A - 5/8" & 3/4"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 6,000 Gals.
Third Tier - Over 10,000 Gals.

217,253
206,092
141,439

$
$
$

3.9695
6.2121
7.9391

$
$
$

862,387
1,280,263
1,t22,900

5 41,076 $ 110,53 $ 4,540,067
$
$

3,265,550
4,540,067

6
7
8

EL MI B _ 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 36,000 Gals.
Third Tier - Over 40,000 Gals.

152,289
307,881
13,395

$
$
$

3.9695
6.2121
7.9391

$
$
$

604,511
1 ,912,588

106,343

g B04 $ 222.73 $ 179,181
$
$

2,623,442
179,181

10
11

E1M1C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier .. First 109,000 Gals.
Second Tier .. Over 109,000 Gals.

9,407
1 ,504

$
$

6.2121
7.9391

$
$

58,437
11 ,940

12 170 $ 356.49 $ 60,614
$
$

70,378
60,614

13
14

EL MI D .. 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 185,000 Gals.
Second Tier - Over 185,000 Gals.

16,060
14,455

$
$

6.2121
7.9391

$
$

99,766
114,760

$
$

214,526

15 $ $

$ $
$
$

16

17

18

c1M1A _ 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 9,000 Gals.
Third Tier - Over 13,000 Gals. $

19 $ $
s
$

20
21

CI MI B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

$
$

$
$

$

22 Total Residential Customers 100,781

23 771,894

24

Total Residential Usage (In Thousands Of Gals)

TOTAL RESIDENTiAL CUSTOMERS REVENUE $ 13,607,559

CONTINUED ON THE NEXT PAGE



Arizona-Amercian Water Company
Docket Nos. SW 8 W-01303A-09-0343
Test Year Ended December 31, 2008

Anthem Water District
Schedule STEP-THREE RLM-RD1 (A)

Pages 1 Thru 3

PHASE-IN RATES STEP-ONE - 100.00% OF RUCO RECOMMENDED REVENUE REQUIREMENT
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEMWATER DISTRICT PROPOSED REVENUE
(D)

LINE
no. DESCRIPTION

(A)
TEST YEAR
ADJUSTED

DETERMIN'TS

(B)
PROPOSED
CHARGES &
USAGE FEES

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

COMMERCIAL CUSTOMERS
25 $ 45.19 $ $

26
27

EL M2A _ 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

$
$

6.2121
7.9391

$
$

28 46 $ 110.53 $ 5,129
$
$ 5,129

29
30

E1M2B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

1.844
1 ,742

$
$

6.2121
7.9391

$
$

11,455
13,827

31 35 $ 222.73 $ 7,862
$
$

25,282
7,862

32
33

E1M2C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

1 ,562
256

$
$

6.2121
7.9391

$
$

9,701
2,112

34 63 $ 356.49 $ 22,554
$
$

11,813
22,554

35
36

EL M2D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier .. First 150,000 Gals.
Second Tier - Over 150,000 Gals.

7,098
10,493

$
$

6.2121
7.9391

$
$

44,090
83,309

37 10 s 713.44 s 7,111
$
$

127,399
7,111

38
39

EL M2E - 3"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

312 $
$

6.2121
7.9391

$
$

1.938

40 291 $ 45.19 $ 13,140
$
$

1,938
13,140

41
42

E2M1A - 5/8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

422
1 ,094

$
$

6.2121
7.9391

$
$

2,622
8,685

43 540 $ 110.53 $ 59,663
35
$

11,307
59,663

r 44
45

E2M1B - 1"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

8,025
8,946

$
$

6.2121
7.9391

$
$

49,855
71,020

46 574 as 222.73 $ 127,782
$
$

120,875
127,782

47
48

E2M1C - 1-1/2"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

22,510
18,079

$
33

6.2121
7.9391

$
$

139,833
143,533

49 1 ,440 $ 35649 s 513_292
$
$

283,366
513,292

50
51

EZM1 D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Ga\s.
Second Tier - Over 150,000 Gals.

87,711
50,988

SB
$

6.2121
7.9391

s
$

544,867
404,799

$ 949,666

CONTINUED ON THE NEXT PAGE



(D)

Arizona-Amercian Water Company Anthem Water District
Docket Nos. SW & W-01303A-09-0343 Schedule STEP-THREE RLM-RD1 (A)
Test Year Ended December St, 2008 Pages 1 Thru 3

PHASE-IN RATES STEP-ONE .| 100.00% OF Ruco RECOMMENDED REVENUE REQUIREMENT
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEM WATER DISTRICT PROPOSED REVENUE

(A) (B)
TEST YEAR PROPOSED
ADJUSTED CHARGES &

DETERMIN'TS USAGE FEES
LINE
n o . DESCRIPTION

(C)
RUCO

PROPOSED
REVENUES

TOTAL
REVENUES

52 153 $ 713.44 $ 109,132 $ 109,132

53
54

E2M1 E _ 3"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

9,316
8,546

$
$

6.2121
7.9391

$
$

57,872
67,848

$ 125,720

55 Total Commercial Customers 3,152

238,95356

57

Total Commercial Usage (In Thousands Of Gals)

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 2,523,031

OWU
58
59

E7M2 - Anthem Wholesale (Phoenix) OWU
All Commodity Usage (In Thousands Of Gals)

28
239,764

$
$ 0.7723

$
$ 185,173.45

60 TOTAL OWU CUSTOMER REVENUE $ 185,173

MISCELLANEOUS
$61

62
D7M1 - Anthem Treatco Portable Irrigation

All Commodity Usage (in Thousands Of Gals)

572
480,873

$
$ 3.6812

$ _

$1,770,205.80

63
64
65

D7M2 - Anthem Treatco Non-Potable lee. 60
All Commodity Usage (in Thousands Of Gals) 103,027

TOTAL SALE FOR MISCELLANEOUS CUSTOMER REVENUE

$
$ 3.6812

$
$ 379,266.44

$

$ 2,149,472

PRIVATE FIRE PROTECTION CUSTOMERS
66
67
68
69

EeMo4 - 4"
E6MO8 - 8"
E6MO6 - 6"

Commodity Usage (In Thousands Of Gallons)

120
518
84

$ 217.55
$ 326.33
$ 329.21

No Charge

$
$
$

26,156
168,884
27,654

70 TOTAL PRIVATE FIRE PROTECTION CUSTOMERS REVENUE $ 222,695

71
72
73
74
75
76

TOTAL ANTHEM WATER - BILLED REVENUE
TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU
TOTAL MISCELLANEOUS
TOTAL PRIVATE FIRE

TOTAL RUCO PROPOSED REVENUE PER BILL COUNT

$
$
$
$
$
$

13,607,559
2,523,031

185,173
2,149,472

222,695
18,687,931

Company Computation Error - RUCO Adjustment C-1
Unreconciled Difference vs. Billed Revenues

$
$
$

(9,456)
(49,242)

18,629,233

77
78
79 REVISED REVENUE PER BILL COUNT

Other Revenue (Per Company Revised Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO 12,801,040 $ 6,100,842

33 272,650
33 18,901,882

$ 18,901,882

$ 0

80
81
82
83 Difference
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Arizona-Amercian Water Company
Docket Nos. SW 8~ W~01303A-09-0343
Test Year Ended December 31, 2008

(D)

LINE
no.

Anthem/Agua Fria Wastewater District
Schedule STEP-ONE RLM-RD1 (AAF)

Page 1 of t
PHASE-IN RATES STEP-ONE - 33.33% OF RUCO RECOMMENDED REVENUE REQUIREMENT

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEM/AGUA FRIA WASTEWATER DlSTRlCT PROPOSED REVENUE

(A) (B) (C)
TEST YEAR PROPOSED RUCO
ADJUSTED CHARGES & TEST YEAR

DETERMIN'TS USAGE FEES REVENUESDESCRIPTION

TOTAL
REVENUES

1
2

RESIDENTIAL CUSTOMERS (Usage In Thousands Of Gallons)
E1MS1 - All Residential Customers 156,699 $

Volume Charge - First 7,000 Gallons 882,859 $

33.44
4.1919

$
$

5,239,909
3,700,840

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 8,940,749

COMMERCIAL CUSTOMERS (Usage in Thousands Of Gallons)

1

2

E2MS1 - Commercial 5/8" Customers
Volume Charge - First 10,000 Gallons

51
302

$
$

33.44
4.1919

$
$

1,704
1,266

$ 2,970

3
4

E2MS2 - Commercial 3/4" Customers
Volume Charge - First 15,000 Gallons

12 $
$

50.16
4.1919

$
$

602

$ 602

5
6

261
2,316

$
$

66.95
4.1919

$
$

17,448
9,707

$ 27,155

7
8

E2MS3 - Commercial 1" Customers
Volume Charge - First 20,000 Gallons

E2MS4 - Commercial Large Customers
Volume Charge - All Gallons

1 ,583
80,477

$
35

133.85
4.1919

$
$

211 ,938
337,352

$ 549,290

g

10

$

$

231,692

348,325

11

Total Customer Bills

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 580,016

12
13

own CUSTOMERS (Usage In Thousands Of Gallons)
E5M2 - Anthem Wholesale (Phoenix) 24

Volume Charge - All Gallons 231 ,722 $ 3.8185
$
$ 884,822

14 TOTAL OWU CUSTOMERS REVENUE $ 884,822

TOTAL ANTHEM/AGUA FRIA WASTEWATER - BILLED REVENUES

15
16
17

TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU

$
$
$

8,940,749
580,016
884,822

18 TOTAL RUCO PROPOSED REVENUE PER BILL COUNT

Unreconciled Difference vs. Billed Revenues

$ 10,405,587

(9,736)
10,395,852

$
$

19
20 REVISED REVENUE PER BILL COUNT

Other Revenue (Per Company Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO

$

$

SS

$

2,556
10,398.408
13,933,854
(3,535,446)

21
22
23
24 Difference
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(D)

Arizona-Amercian Water Company Anthem/Agua Fria Wastewater District
Docket Nos. SW 8t W-01303A-09-0343 Schedule STEP-TWO RLM-RD1 (AAF)
Test Year Ended December 31, 2008 Page 1 of 1

PHASE-IN RATES STEP-ONE - 65.67% OF RUCO RECOMMENDED REVENUE REQUIREMENT
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEMIAGUA FRiA WASTEWATER DISTRICT PROPOSED REVENUE

(A) (B) (C)
TEST YEAR PROPOSED RUCO
ADJUSTED CHARGES & TEST YEAR

DETERM\N'TS USAGE FEES REVENUES
LINE
n o . DESCRIPTION

TOTAL
REVENUES

1
2

39.12
4.9040

$
$

6,130,076
4,329,547

RESIDENTIAL CUSTOMERS (Usage In Thousands Of Gallons)
E1MS1 - All Residential Customers 156,699 $

Volume Charge - First 7,000 Gallons 882,859 $

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 10,459,623

COMMERCIAL CUSTOMERS (Usage In Thousands Of Gallons)

1

2

51
302

$
$

39.12
4.9040

$
$

1,994
1.481

$ 3,475

3
4

12 $
$

58.68
4.9040

$
$

704

$ 704

5
6

E2MS1 - Commercial 5/8" Customers
Volume Charge - First 10,000 Gallons

E2MS2 - Commercial 3/4" Customers
Volume Charge - First 15,000 Gallons

E2MS3 - Commercial t" Customers
Volume Charge - First 20,000 Gallons

261
2.316

$
$

78.33
4.9040

$
$

20,412
11,356

S 31,768

7
8

E2MS4 - Commercial Large Customers
Volume Charge - All Gallons

1 ,583
80,477

$
$

156.59
4.9040

$
$

247,943
394,662

$ 642,604

9

10

$

$

271,052

407,499

i t

Total Customer Bills

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 678,551

OWU CUSTOMERS
'12

13

(Usage In Thousands Of Gallons)
E5M2 - Anthem Wholesale (Phoenix) 24

Volume Charge - All Gallons 231 ,722 $ 4.4672
$
$ 1,035,137

14 TOTAL OWU CUSTOMERS REVENUE $ 1,035,137

TOTAL ANTHEMIAGUA FRIA WASTEWATER . BILLED REVENUES

15
16
17

TOTAL RESIDENTIAL
TOTAL COMMERCIAL
TOTAL OWU

$
$
$

10,459,623
678,551

1 ,035,137

18 TOTAL RUCO PROPOSED REVENUE PER BILL COUNT

Unreconciled Difference vs. Billed Revenues

$ 12,173,311

(9,736)
12,163,575

$
$

19
20 REVISED REVENUE PER BILL COUNT

Other Revenue (Per Company Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO

$
$
$
$

2,556
12,166,131
13,933,854
(1,767,'/23)

21
22
23
24 Difference
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Arizona-Amercian Water Company
Docket Nos. SW 8¢ W-01303A-09-0343
Test Year Ended December 31, 2008

(D)

LINE
no.

Anthem/Agua Fria Wastewater District
Schedule STEP-THREE RLM-RD1 (AAF)

Page 1 of 1
PHASE-IN RATES STEP-ONE - 100.00% OF RUCO RECOMMENDED REVENUE REQUIREMENT

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
ANTHEMIAGUA FRIA WASTEWATER DISTRICTPROPOSED REVENUE

(A) (B) (C)
TEST YEAR PROPOSED RUCO
ADJUSTED CHARGES & TEST YEAR

DETERMIN'TS USAGE FEES REVENUESDESCRIPTION

TOTAL
REVENUES

1
2

RESIDENTIAL CUSTOMERS (Usage In Thousands Of Gallons)
EL MSG - All Residential Customers 156,699 $

Volume Charge - First 7,000 Gallons 882,859 $

64.28
8.0585

$
$

10,073,281
7,114,551

TOTAL RESIDENTIAL CUSTOMERS REVENUE
$ 17,187,832

COMMERCIAL CUSTOMERS (Usage In Thousands Of Gallons)

1

2

E2MS1 - Commercial 5/8" Customers
Volume Charge - First 10,000 Gallons

51
302

$
$

64.28
8.0585

$
$

3,276
2,434

$ 5,710

3
4

E2MS2 - Commercial 3/4" Customers
Volume Charge - First 15,000 Gallons

12 $
$

96.42
8.0585

$
$

1,157

$ 1,157

5
6

E2MS3 - Commercial 1" Customers
Volume Charge - First 20,000 Gallons

261
2,316

$
$

128.71
8.0585

s
$

33,542
18,661

$ 52,202

7
8

E2MS4 - Commercial Large Customers
Volume Charge - All Gallons

1 ,583
80,477

$
$

257.32
8.0585

$
$

407,433
648,530

$ 1 ,055,963

9 Total Customer Bills $

$

445,408

669,624
10

11

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE s 1,115,032

12
13

OWU CUSTOMERS (Usage in Thousands Of Gallons)
E5M2 - Anthem Wholesale (Phoenix) 24

Volume Charge - All Gallons 231 ,722 $ 7.3407
$
s 1 ,700,995

14 TOTAL OWU CUSTOMERS REVENUE $ 1 ,700,995

TOTAL ANTHEMIAGUA FRIA WASTEWATER . BILLED REVENUES

15
16
17

TOTAL RESIDENTIAL
TOTAL COMMERC\AL
TOTAL OWU

$
$
$

17,187,832
1,115,032
1,700,995

18 TOTAL RUCO PROPOSED REVENUE PER BILL COUNT
as 20,003,859

Unreconci\ed Difference vs. Billed Revenues $
$

(9,736)
19,994,1231 g

20 REVISED REVENUE PER BILL COUNT

21
22
23
24

Other Revenue (Per Company Schedule C-1, Line 3)
TOTAL REVENUE
PROPOSED REVENUE PER RUCO
Difference

$ 13,933,854 $ 6,062,825

$
$
$
$

2,556
19,996,679
19,996,679

0
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Arizona-Amercian Water Company
Docket Nos. SW & w.01303A-09-0343
Test Year Ended December 31, 2008

Anthem Water District
Schedule RLM-2

Pages t Thru 3

(C)

LINE
no.

PHASE-IN RATES STEP-THREE - SURCHARGE
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEMWATER DISTRICT PROPOSED REVENUE

(A)
PROPOSED
CHARGES &
USAGE FEESDESCRiPTION

(8)
STEP-THREE
CHARGES &
USAGE FEES

STEP-THREE
SURCHARGE

RESIDENTIAL CUSTOMERS
45.19 $ 14.75

1 $ 30.43 $

2
3
4

E1M1A - 5/8" & 3/4"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier - Next 6,000 Gals.
Third Tier - Over 10,000 Gals.

$
$
$

2,6738
4.1841
5.3473

$
$
$

3.9695
6.2121
7.9391

$
$
$

1 .2959
2.0280
2.5918

5 $ 74.45 $ 110.53 $ 3608

6
7
8

E1M1 B - 1"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 4,000 Gats.
Second Tier - Next 36,000 Gals.
Third Tier - Over 40,000 Gals.

$
$
$

2.6736
4.1841
5.3473

$
$
$

3.9695
6.2121
7.9391

$

35

$

1.2959
2.0280
2.5918

9 $ 150.02 $ 222.73 $ 72.71

10
11

E1M1C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 109,000 Gals.
Second Tier - Over 109,000 Gals.

$
$

4.1841
5,3473

$
$

6,2121
7,9391

$
$

2,0280
2.5918

12 35 240.11 $ 356.49 $ 116,38

13
14

E1M1 D - 2"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 185,000 Gals.
Second Tier - Over 185,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

15 $ $ $

$ $ $
16
17
18

C1M1A - 5/8" 8. 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 4,000 Gals.
Second Tier Next 9,000 Gals.
Third Tier - Over 13,000 Gals. $ $ $

19 $ $ $

20
21

C1M1 B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 45,000 Gals.
Second Tier - Over 45,000 Gals.

$
$

$
$

55
$

22 Total Residential Customers

23 Total Residential Usage (in Thousands Of Gals)

TOTAL RESIDENTIAL CUSTOMERS REVENUE24

CONTINUED ON THE NEXT PAGE



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A~09-0343
Test Year Ended December 31, 2008

Anthem Water District
Schedule RLM-2

Pages 1 Thru 3

PHASE-IN RATES STEP-THREE ¢ SURCHARGE
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEM WATER DISTRICT PROPOSED REVENUE
(C)

LINE
no. DESCRIPT\ON

(A)
PROPOSED
CHARGES &
USAGE FEES

(B)
STEP-THREE
CHARGES &
USAGE FEES

STEP-THREE
SURCHARGE

COMMERCIAL CUSTOMERS
14.75

25 $ 30.43 $ 45.19 $

26
27

EL M2A - 5l8" & 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals.

$
$

4.1841
5.3473

$
$

6,2121
7.9391

$
$

2.0280
2,5918

28 $ 74.45 $ 110.53 $ 36.08

29
30

EL M2B - 1"
Commodity Usage (In Thousands Of Gallons)

First Tier First 45,000 Gals.
Second Tier - Over 45,000 Gals,

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2,0280
2.5918

31 s 150.02 $ 22273 $ 72.71

32
33

E1M2C - 1-1/2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

$
s

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

34 $ 240.11 $ 356.49 $ 116.38

35
36

EL M2D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

37 $ 480.53 $ 713.44 $ 232.91

38
39

E1 M2E - 3"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

40 $ 30.43 $ 45.19 $ 14.75

41
42

E2M1A - 5/8" a 3/4"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 13,000 Gals.
Second Tier - Over 13,000 Gals,

$
$

4.1841
53473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

43 $ 74.45 $ 110.53 $ 36.08

44
45

E2M1 B _ 1"
Commodity Usage (In Thousands Of Gallons)

First Tier .. First 45,000 Gals.
Second Tier - Over 45,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
25918

46 $ 150.02 $ 222.73 $ 72.71

47
48

E2M1C - 1-1/2"
Commodity Usage (In Thousands Of Gailons)

First Tier - First 100,000 Gals.
Second Tier - Over 100,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

49 $ 240.11 $ 356.49 $ 116.38

50
51

E2M1 D - 2"
Commodity Usage (In Thousands Of Gallons)

First Tier - First 150,000 Gals.
Second Tier - Over 150,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
33

2.0280
2.5918

CONTlNUED ON THE NEXT PAGE



Arizor1a~Amercian Water Company
Docket Nos. SW & W-01303A-09-0343
Test Year Ended December 31, 2008

Anthem Water District
Schedule RLM-2

Pages 1 Thru 3

(C)

LINE
NO,

PHASE-IN RATES STEP-THREE - SURCHARGE
RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

ANTHEM WATER DISTRICT PROPOSED REVENUE

(A)
PROPOSED
CHARGES &
USAGE FEESDESCRIPTION

(8)
STEP-THREE
CHARGES &
USAGE FEES

STEP-THREE
SURCHARGE

52 $ 480.53 $ 713.44 $ 232.91

53
54

E2M1 E - 3"
Commodity Usage (in Thousands Of Gallons)

First Tier - First 300,000 Gals.
Second Tier - Over 300,000 Gals.

$
$

4.1841
5.3473

$
$

6.2121
7.9391

$
$

2.0280
2.5918

55 Total Commercial Customers

56 Total Commercial Usage (in Thousands Of Gals)

TOTAL COMMERCIAL CUSTOMERS REVENUE57

OWU
58
59

E7M2 - Anthem W holesale (Phoenix) OW U
All Commodity Usage (In Thousands Of Gals)

$
$ 0.5202

$
$ 0.7723

$
$ 0.2521

60 TOTAL OWU CUSTOMER REVENUE

MISCELLANEOUS
61
62

D7M1 - Anthem Treatco Portable Irrigation
All Commodity Usage (In Thousands Of Gals)

$
$ 2.4795

$
$ 3.5812

$
$ 1.2018

63
64
65

D7M2 - Anthem Treatco Non-Potable Iii.
All Commodity Usage (In Thousands Of Gals)

TOTAL SALE FOR MISCELLANEOUS CUSTOMER REVENUE

$
$ 2.4795

$
$ 3.6812

$
$ 1.2018

PRIVATE FIRE PROTECTION CUSTOMERS
66
67
68
69

E6MO4 - 4"
E6MO8 - 8"
E6MO6 - 6"

Commodity Usage (In Thousands Of Gallons)

$ 145.53
$ 219.79
$ 221 .74

No Charge

$ 217.55
$ 326.33
$ 329.21

No Charge

$
$
$

71.02
106.53
107.48



Arizona-Amercian Water Company
Docket Nos. SWF W-01303A-09-0343
Test Year Ended December 31, 2008

Anthem/Agua Fria Wastewater District
Schedule RLM-3

Page 1 of 1

NUE
REVENUE

(C)

LINE
NO.

PHASE-IN RATES STEP-THREE - SURCHARGE
RATE DESlGN AND PROOF OF RECOMMENDED REVE

ANTHEM/AGUA FRIA WASTEWATER DISTRICT PROPOSED

(A)
PROPOSED
CHARGES &
USAGE FEESDESCRIPTION

(B)
STEP-THREE
CHARGES &
USAGE FEES

STEP-THREE
SURCHARGE

RESIDENTIAL CUSTOMERS
1

2

E1MS1 - All Residential Customers
Volume Charge - First 7,000 Gallons

$
$

44.80
5,6161

$
$

64.28
8.0585

$
$

19.48
2.4424

TOTAL RESIDENTIAL CUSTOMERS REVENUE

COMMERCIAL CUSTOMERS

1

2

E2MS1 - Commercial 5/8" Customers
Volume Charge - First 10,000 Gallons

$
$

44.80
5.6t61

$
$

64.28
8.0585

$
$

19.48
2.4424

3
4

E2MS2 - Commercial 3/4" Customers
Volume Charge - First 15,000 Gallons

$
$

67.20
5.6161

$
$

96.42
8.0585

$
$

29.22
2.4424

5
6

E2MS3 - Commercial 1" Customers
Volume Charge - First 20,000 Gallons

as
$

89.70
5.6161

$
$

128.71
8.0585

$
$

39.01
2.4424

7
8

E2MS4 - Commercial Large Customers
Volume Charge - All Gallons

$
$

179.33
5.6161

$
$

257.32
8.0585

$
$

77.99
2.4424

g Total Customer Bills

10

11

Total Customer Charged Usage

TOTAL COMMERCIAL CUSTOMERS REVENUE

12
13

OWU CUSTOMERS
E5M2 - Anthem Wholesale (Phoenix)

Volume Charge - All Gallons $ 5.1158 $ 7.3407 $ 2.2248
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4 EXHIBIT
h

A R I z o N A
AMERICAN WATER

U44 I LE
Bmmul

2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

THIS IS AN IMPORTANT NOTICE
REGARDING YOUR RATES.

8
i

i
I

I
1

PUBLIC NOTICE TO ALL CUSTOMERS OF ARIZONA-AMERICAN WATER
COMPANY OF A HEARING ON RATE CONSOLIDATION PROPOSALS

FOR POSSIBLE RATE CHANGES FOR UTILITY SERVICE
IN ALL OF ITS ARIZONA DISTRICTS.

DOCKET nos. W-01303A-09-0343 AND SW-01303A-09-0343.

Summary
On July 2, 2009, Arizona-American Water Company ("Company") filed an application with the Arizona Corporation Commission
("Commission") for permanent revenue increases for its following districts: Anthem Water District, Sun City Water District, Anthem/
Agua Fria Wastewater District, Sun City Wastewater District, and Sun City West Wastewater District (the "Pending Rate Case").
In Decision No. 71410, dated December 8, 2009, the Commission approved a rate increase for the Company's Agua Fria Water
District, Havasu Water District, Mohave Water District,.Paradise Valley Water District, Tubac Water District, Sun City West Water
District, and Mohave Wastewater District. In Decision No. 71410, the Commission ordered the Commission's Utilities Division
("Staff") to propose at least one rate consolidation proposal in the Company's Pending Rate Case. Pursuant to Decision No.
71410 and the schedule in the Pending Rate Case, Staff wilLfile at least one rate consolidation proposal on or before March 29,
2010. If approved by the Commission, this proposalfmay impact the rates of every Arizona-Ameriean water and wastewater
customer, resulting in either an increase or a decrease. Otherparties to this case, including the Residential Utility Consumer
Dtfice, will also have an opportunity to analyze the application and make recommendations to the Commission. The Commission will
determine the appropriate relief to be granted based on the evidence. presented by the parties. The Commission is not bound by the
proposals made by Commission Staff, Arizona-American, or aNy-intervenors, therefore the Final rates approved by the Commission
may be higher or lower than the rates requested by Arizona-American in the Pending Rate Case and may or may not include a form
of rate consolidation.

s

i



direct and substantial interest in the matter will be permitted to
intervene. If you wish to intervene, you must Tile an original and
13 copies of a written motion to intervene with the Commission
no later than April 15, 2010 and send a copy pf the motion to
intervene to Arizona-American or its counsel and to all parties of
record. Your motion to intervene must contain the following:

Your name, address, and telephone number and the name,
address and telephone number of any person upon whom
service of documents is to be made if not yourself,

Rate Consolidation
Currently, the Company's rates are unique for each of its Arizona
Districts and the existing rates reflect the differing cost to serve
each geographic area. Alternatively, rate consolidation is the
process of combining two or more districts for the purpose of
combining the differing rates by some means into a single rate
for comparable customers (i.e., residential customers). Therefore,
instead of paying a different rate according to a specific District,
all comparable customers in consolidated Districts would pay the
same rate for the same water usage. Presently, Arizona-American's
existing District-specific residential rates for typical use water
customers result in average bills ranging from a low.of $16.73.per
month in Sun City Water District to a high of $58.59 per month in
Tubae Water District.

A short statement of your interest in the proceeding (e.g.,
a customer of Arizona-American, a shareholder of Arizona-
American, etc.), and

3.

How You Can View or Obtain a Copy of the Rate Consolidation

A statement certifying that you have mailed a copy of the
motion to intervene to Arizona-American or its counsel and to
all parties of record in the case.

Copies of the rate consolidation proposal filed by Commission »
Staff will be available after March 29, 2010, from Arizona-American
2355 W. Pinnacle Peak Road, Suite 300, Phoenix, AZ 85027,
at the Commission's Docket Control Center, 1200 West
Washington, Phoenix, Arizona, for public inspection during regular
business hours, and on the internet via the Commission's website
(www.azcc.gov) using the e-docket function.

The granting of motions to intervene shall be governed by A.A.C.
R14-3-105, except that all motions.to intervene must be filed on
ortbefore April 15, 2010.

A pre-hearing conference will be held on April 16, 2010,
commencing at 1:30 p.m., at the Commission's Phoenix offices,
Hearing Room #1, for the purpose of scheduling witnesses
and discussing process for both Phase One and Phase Two of
the hearing. All parties, Including those who have requested
intervention by the deadline of April 15, 2010, for the purpose
of addressing rate design and rate consolidation issues, are
required to attend the April 16, 2010, procedural conference.

Commission Public Hearing information Phase One
On September 24, 2009, the Commission scheduled Phase One
of the hearing on this matter beginning April 19, 2010, at 10:00
a.m., at the Commission's oNces, Hearing Room #1, 1200 West
Washington Street, Phoenix, Arizona. During Phase One of the
hearing, issues related to evidence presented by the Company
regarding the revenue requirements for Anthem Water District,
Sun City Water District, Anthem/Agua Fria Wastewater District,
Sun City Wastewater District, and Sun City West Wastewater
Districts will be addressed. During Phase One of the hearing, the
issues of rate consolidation and rate design will not be addressed.

As part of the Pending Rate Case, interveners will have an
opportunity to file both direct testimony and responsive
testimony on rate design/rate consolidation, due May 3, 2010.
This refiled testimony must be responsive to the rate design
and rate consolidation testimony filed by Staff and the Company,
and may also raise new issues related to rate consolidation.

Commlsslon Publlc Hearing Information - PhaSe.TwQ
TheCommission will hold Phase Two of the hearing on this matter
beginningMay 18, 2010, at 10:00 a.m., at the Commies*lon's
bfliees, 1200 West Washington, Hearing Room #1, PhOenix, '
Arizona. During Phase Two of the hearing, the Issues 'Of rate
consolidation and rate design for all of the Company's Dlstrlcfs
wllllbe addressed.

If representation by counsel is required by Rule 31 of the Rules of
the Arizona Supreme Court, intervention will be conditioned upon
the intervenor obtaining counsel to represent the intervenor. For 7
information about requesting intervention, visit the Commission's
website at http://www.azcc.gov/divisions/utilities/forms/interven.
pd. The granting of intervention, among other things, entitles a
party to present sworn evidence at hearing and to cross-examine
other witnesses. However, failure to intervene will not preclude
any interested person or entity from appearing at the hearing and
providing public comment on the application or from filing written
comments for the record of the case. ..

Public comments on Rate Design and Rate Consolidation will
be taken on the first day of Phase Two of the hearing;Other
public comment times may be established by the Commission
and posted on the Commission's website. Written public
Comments may be submitted by mailing a letter referencing
Docket Nos. W-01303A-09-0343 and SW-01303A-09-0343 to
Arizona Corporation Commission, Consumer Services Section,
1200 West Washington, Phoenix, AZ 85007, or by e-mail to
Mailmaster@azcc.gov. For a form to use and instructions on
how to e-mail comments to the Commission, go to http://www.
32° c-80v/Divisions/UtiIities/forms/PublicCommeritForm.pdf. If
you require assistance, you may contact the Consumer Services
Section at 602-542-4251 or 1~800-222-7000.

ADA/Equal Access Information
The Commission does not discriminate on the basis of disability
in admission to its public meetings. Persons with a disability may
request a reasonable accommodation such as a sign language
interpreter, as well as request this document in an alternative
format, by contacting the ADA Coordinator, Shaylyn Bernal, at
Sabernal@azcc.gov., voice phone number 602-542-3931. Requests
should be made as early as possible to allow time to arrange
the accommodation.

About Intervention

aDD ro .provides for an open public hearing at which, under
Any P Drrlate circumstances, Interested parties may Intervene.

son or entity entitled by law to Intervene and having a

. 1 .

1.

2.

K
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1

. If the Arizona Corporation Commission (ACC) approves the company's request in full, an average residential
customer bill will increase 38% to cover necessary increases in operation and maintenance expenses as well as
investments made since 2002. Originally, Arizona American Water requested a 79% increase but during further
review discovered that facilities from another water district were inadvertently included in the Lake Havasu Water
District. Once the Company recognized this, the facilities were immediately removed from Lake Havasu significantly
lowering the proposed water rate increase.

. There are two main reasons for the rate increase request. The largest part of our proposal is due to
infrastructure investments such as water mains, wells, storage reservoirs and pumps that cost 4 million dollars.
The increase also supports increased operating expenses such as. labor, fuel, and chemicals

To a lesser extent, the increase also supports the tank maintenance program (painting) which is designed to
help increase efficiency and reduce future costs.

.. What is the history of Arizona American Water in Lake Havasu and why is the company asking for
the proposed increase all at once?

Aside from an increase in rates relating to the costs incurred by Arizona American Water to cover arsenic removal
mandated by the federal government, Lake Havasu water rates have not increased since July 2004. The current
proposal covers cost increases occurring from 2002-2007 except for the costs associated with arsenic treatment.

The Company could have filed for an increase in rates in January 2006, but postponed filing for an increase until
May 2009, since we knew the community was already facing arsenic related rate increases in the interim

. In 2oo2, Arizona American Water purchased the Lake Havasu Water District from Citizens Utilities. In 2003, the
ACC imposed a three year moratorium on filing rate cases.

Frequently Asked Questions

LAKE HAVASU WATER DISTRICT

.. What is the amount of the proposed water rate increase?

. Why is the proposed increase necessary?

4 .

:
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. One future possibility is rate consolidation, which means costs from all our customers in the state of Arizona
would be shared. This would alleviate high rate spikes for small communities that need significant or costly
improvements and or equipment. Arizona American Water supports rate consolidation. For the first time, a member of
the Arizona Corporation Commission (Chairwoman Mayes) has requested information from us regarding rate consolidation.

. Most water is used outdoors, so it makes sense that you can realize the most savings outdoors. Some ideas are:

. what steps can I take to conserve water and save money?

. What can we do?

turn your system off or to bypass when it rains.

set your irrigation timer to water in the early morning or late evening to cut down on evaporation.

adjust your sprayers so they are only watering plants not the sidewalk.

keep your yard maintained, weeds fight your grass and plants for water.

adjust your irrigation system watering schedule so you water your plants deeper but less frequently. This
pulls the plant roots away from the surface and makes a healthier plant.

adjust your timer with each season (quarterly) so you're getting the right amount of water on your plants at
the right time of year.

WE CARE ABOUT WATER. IT's WHAT ws I
(800) 383-0834 • www.arizonaamwater.com

ERKIAN
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1 INTRODUCTION

2

3 A.

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. l am a Public Utilities Analyst v employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7 Q.

8

9

10

11

12

13

14

to

16

Please describe your qualifications in the field of utility regulation and your

educational background.

l have been involved with utility regulation in Arizona since 1994. During

that period of time l have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. Appendix 1,

which is attached to my direct testimony on the cost of capital issues in

this case, further describes my educational background and also includes

a list of the rate cases and regulatory matters that l have been involved17

18 with .

19

20

21

22

23

What is the purpose of your testimony?

The purpose of my testimony is to present RUCO's position on Arizona-

American Water Company's ("AAWC" or "Company") request for an

infrastructure improvement surcharge for the Company's Sun City Water

Q.

A.

Q.

A.

1
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1

2

4

5

6

District, which AAWC wants to expand for all of its operating systems in

Arizona. The Company-proposed infrastructure improvement surcharge is

explained in the direct testimony of AAWC witness Christopher c. Buls

and is part of AAWC's appl ication for a permanent rate increase

("Application") for the Company's Anthem and Sun City Water Districts

and for the Company's Anthem/Agua Fria, Sun City and Sun City West

Wastewater Districts .7

8

9 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

10

11

12

13

14

Briefly summarize how your direct testimony is organized.

My direct testimony is organized into three sections. First, the introduction

I have just presented and second, the summary of my testimony that i am

about to give. Third, I will present RUCO's position on the Company

proposed infrastructure improvement surcharge.

15

16 Please summarize RUCO's recommendation on the Company-proposed

17

18

19

infrastructure improvement surcharge.

For the reasons that are explained below, RUCO is recommending that

the Commission reject the Company-proposed infrastructure improvement

20 surcharge.

21

22

23

3

Q.

A.

Q.

A.

2
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1 INFRASTRUCTURE IMPROVEMENT SURCHARGE

2 Have you reviewed the direct testimony of AAWC witness Christopher C.

Buls?3

4 Yes. I have reviewed Mr. Buts testimony which addresses AAWC's

5

6

request for an infrastructure improvement charge for the Company's Sun

City Water District.

7

8 Q.

9

tO

11

Briefly explain AAWC's request.

According to Mr. Buls' testimony, AAWC is seeking Commission approval

of a surcharge mechanism that would recover the costs of certain plant

additions placed into service between permanent rate case proceedings.

12 Mr. Bulk states that the selected plant additions would include

13

14

replacement mains, hydrants, meter, (including AMR replacements),

services, tanks, and booster stations. AAWC also seeks to include

15 infrastructure relocations as a selected addition that would be eligible for

16 cost recovery under the Company-proposed surcharge.

17

18

19 A.

20

How would the Company-proposed recovery mechanism work?

Mr. Buls explains that the Company would analyze the qualifying assets

placed into service twice a year. The calculation of the actual surcharge

would be based on factors that are established in AAWC's most recent21

22

23

rate case before the ACC. The Company would essentially calculate a

required level of revenue associated with the plant additions as it would in

Q.

A.

A.

Q.

3
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1

2

3

4

5

6

7

8

9

a general rate case proceeding in order to arrive at the surcharge amount.

The surcharge would then be revised as needed during general rate case

filings. The Company further proposes that Commission Staff be required

to review the Company's regular infrastructure surcharge requests within a

thirty-day period and that the Commission vote on it at the next open

meeting. Mr. Buls states that the ACC Staff review is only intended to be

a check on the mechanics of the infrastructure surcharge mechanism, and

not a full prudence review of the plant assets being placed into service.

The prudence of the plant improvements would be determined in a future

10 rate case proceeding.

11

12 What is RUCO's recommendation regarding the Company's infrastructure

13

14

improvement surcharge?

RUCO recommends that the Commission reject the Company-proposed

15 infrastructure improvement surcharge.

16

17 Why is RUCO recommending that the Commission reject the Company-

18

19

20

21

22

23

proposed infrastructure improvement surcharge?

RUCO has consistently opposed the use of cost recovery mechanisms

that do not allow for the type of thorough analysis that takes place in a

general rate case proceeding. Furthermore, AAWC is proposing that it be

permitted to earn a return on and a return of the costs of plant assets that

are financed through non-investor supplied funds. In other words, AAWC

Q.

A.

A.

Q.

4
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1

2

3

4

5

6

7

8

9

wants captive ratepayers to pay the Company a return on money that was

supplied not by investors, but by the ratepayers themselves. An onerous

arrangement that shifts the risk associated with the plant additions away

entirely from AAWC, which will not have any of its own invested capital in

the plant additions, and places the risk entirely on the backs of the

Company's ratepayers. Quite simply, what the Company is proposing

here is nothing more than a surcharge that is identical to the Arsenic Cost

Recovery Mechanism ("ACRM") which the Commission approved in the

past to allow Arizona water providers to recover the costs associated with

10 meeting more stringent arsenic level standards. The fact that water

11

12

providers had to comply with new federal regulations was an extraordinary

circumstance that required extraordinary ratemaking.

13

14 Why are the circumstances revolving around AAWC's infrastructure

15

16

17

18

19

20

21

22

23

improvement surcharge request different from the circumstances that led

to the Commission's approval of the ACRM?

First, AAWC is seeking immediate recovery of certain plant additions that

would normally be recovered in a general rater case proceeding. There is

nothing extraordinary about these types of plant additions. in fact, the use

of non-investor supplied capital to finance the types of plant additions

being proposed by AAWC would normally be treated as a contribution that

provides no return on or return of the funds that were not supplied by the

Company's investors.

Q.

A.

5
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1

2

3

Second, there is no federal or state requirement that requires the

Commission to allow for recovery of plant additions placed into service

between general rate case proceedings.

4

5

6

7

Why is RUCO opposed to the implementation of ACRM-like mechanisms

for the type of cost recovery that AAWC is seeking in this case?

There are several reasons why RUCO has consistently opposed the use

of ACRM-like mechanisms. Adjustor mechanisms are extraordinary rate8

9 recovery devices that are permitted for certain narrow circumstances. The

10 ACRM is a type of adjustor mechanism that was specifically designed.to

address a one-time event that impacted dozens of Arizona water11

12 companies simultaneously.

13

14

15

16

17

What was the original intent for the ACRM?

The original ACRM was approved by the Commission to give water

providers in Arizona the ability to recover the costs associated with

meeting the U.S. Environmental Protection Agency's ("EPA") revised

18 drinking water arsenic standard of 10 parts per billion. The EPA's

19

20

21

22

23

requirement that water providers comply with the more stringent standard

was in effect an unfunded mandate from the federal government. Multipie

Arizona water providers had no choice but to either comply with the EPA's

rule or face the consequences of being in violation of it. This being the

case, representatives from the state's investor owned water companies,

Q.

A.

Q.

A.

6
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1 ACC Staff, and RUCO developed the present ACRM which allows water

2

3

4

5

utilities to comply with the new EPA standard through a surcharge that

was established within the conte of a rate case proceeding where a

constitutional finding of a utility's fair value has been established. The key

point here is that the EPA's revised arsenic standard represented an

6 extraordinary circumstance that neither Arizona's government, which

7 includes the Commission, or the state's water companies, either investor

8 owned or municipal, had any control over, and that would be impacting a

number of water utilities simultaneously.9

10

11 Are there any simi lar  mandates in regard to  the infrastructure

12 improvements covered in AAWC's request?

13 No. There is no federal, or fer that matter any other, mandates requiring

14 that AAWC be required to construct the types infrastructure improvements

15 covered in AAWC's request. Nor are there any other extreordinaw

16 circumstances that would warrant the approval  of an ACRM-l ike

17 mechanism in this case. As I stated earlier, under normal ratemaking

18 procedures the funds collected from non-investors would be treated as a

19 oontribution-in-aid-of-construction that the company would not earn a

20 return on or recover through rates. For these reasons and the reasons

21 stated above, RUCO believes that the Company's request should be

22 denied _

23

Q.

A.

7
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1 Does your silence on any of the issues, matters or findings addressed in

2 the test imony of any of the wi tnesses for AAW C consti tute your

3 acceptance of their positions on such issues, matters or findings?

4 No, it does not.

5

6 Does this conclude your testimony on AAWC?

7 Yes, it does,

Q.

A.

Q.

A.

8
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1 INTRODUCTION

2 Please state your name, occupation, and business address.

3

4

5

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

Please state the purpose of your surrebuttal testimony.

The purpose of  my surrebuttal test imony is to respond to Arizona-

American Water Company, lnc.'s ("AAWC" or "Company") witness Paul G.

Towsley's rebuttal testimony filed on March 22, 2010. My surrebuttal

11 testimony will address the Company-proposed infrastructure improvement

12 surcharge for the AAWC's Sun City Water District. Furthermore, the

13 Company has stated that if rate consolidation is adopted by the ACC in

14

15

this proceeding it proposes to expand the infrastructure improvement

surcharge for all of its districts in Arizona.

16

17

18

Have you filed any prior testimony in this case on behalf of RUCO?

Yes, on March 8, 2010, I filed direct testimony with the Commission on

19 this specific issue. I also filed, under separate cover, direct testimony on

20 the cost of capital issues in this case.

21

22

23

A.

Q.

A.

Q.

A.

Q.

1
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1 Are you also filing surrebuttal testimony on the cost of capital issues in this

case?2

3 Yes. I have also filed a separate piece of surrebuttal testimony on the

4 cost of capital issues in this case.

5

6 Will RUCO be filing surrebuttal testimony on the rate base and operating

7 income issues in this case?

8 Yes. RUCO's outside consultant Mr. Ralph Smith, will f ile surrebuttal

9 testimony on the rate base and operating income issues in this case.

10

11 Is RUCO filing rate design testimony in this proceeding?

12 Yes. In accordance with the Administrative Law Judge's Procedural

13

14

Order dated March 18, 2010, both RUCO Director Jodi Jeri cf, Esq. and

RUCO analyst Rodney L. Moore will provide direct testimony on RUCO's

15 rate consolidation policy and RUCO's recommended rate design

16 respectively on May 3, 2010. Ms. Jericho and Mr. Moore will offer their

17 surrebuttal testimony, on rate consolidation policy and rate design, orally

18 at the evidentiary hearing scheduled for May 18, 2010.

19

20 How is your surrebuttal testimony organized?

21 My surrebuttal testimony contains four parts: the introduction that I have

22 just presented; a summary of Mr. Towsley's rebuttal testimony, a section

23 that discusses RUCO's surrebuttal position on the Company-proposed

Q.

A.

A.

Q.

Q.

A.

Q.

A.

2
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1

2

infrastructure improvement surcharge, and a response to the testimony of

Anthem Community Council's witness, Dan Neidlinger.

3

4 SUMMARY OF AAWC'S REBUTTAL TESTIMONY

5

6

7

Have you reviewed the rebuttal testimony of Mr. Paul G. Towsley that

addresses the Company-proposed infrastructure improvement surcharge

for the AAWC's Sun City Water District?

8 Yes. I have reviewed Mr. Towsley's rebuttal testimony that addresses

9

10

the Company-proposed infrastructure improvement surcharge for AAWC's

Sun City Water District.

11

12

13

14

Please summarize the Company's rebuttal testimony.

In his rebuttal testimony, Mr. Towsley adopts the direct testimony of

Company witness Christopher C. Buls who originally addressed the

15 infrastructure improvement surcharge for the Sun City Water District. Mr.

16

17

18

19

Towsley refers to the Company-proposed surcharge as an Infrastructure

System Replacement Surcharge ("SRS") and states that.l was the only

witness that responded to the Company's request and the only witness

that recommended that the Company-proposed ISRS be rejected by the

20 Commission. Mr. Towsley disagrees with RUCO's recommendation to

21

22

reject the ISRS and also disagrees with my statements that the plant

additions would be financed by non-investor supplied funds. Mr. Towsley

Q.

A.

Q.

A.

3
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1 continues to advocate that the ISRS be expanded to all of the Company's

2 Districts if the Commission orders full rate consolidation.

3

4 INFRASTRUCTURE SYSTEM REPLACEMENT SURCHARGE

5

6

Do you agree with Mr. Towsley's position that the costs for plant

additions, which AAWC would be recovering through the Company-

7

8

9

10

11

12

proposed ISRS, would be funded by investor supplied capital?

Technically, yes. I have reconsidered my position on this point and I

agree with Mr. Towsley that the costs for plant additions would initially be

funded up front by investor supplied capital. However, funds collected

through the ISRS would repay the Company for its up-front investment for

routine plant additions.

13

14 Does RUCO still recommend that the Commission reject the Company-

15

16

17

18

proposed lsRs'?

Yes. With the exception of those potions of my direct testimony regarding

non-investor supplied capital addressed above, RUCO believes that all of

the reasons RUCO provided for rejecting the Company-proposed ISRS

are valid and continues to advocate that the Commission should reject the19

20 ISRS. Nothing in Mr. Towsley's rebuttal testimony changes RUCO's

21 position .

22

23

Q.

A.

Q.

A.

4
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1 Do you agree with Mr. Towsley's statement that you were the only

2 witness that responded to the Company's request, and the only witness

3 that recommended that the Company-proposed ISRS be rejected by the

4 Commission?

5 Yes and No. When Mr. Towsley filed his rebuttal testimony, I was the

6 only witness in this proceeding to address the ISRS and to recommend

7

8

9

that it be rejected by the Commission. However, since that time ACC Staff

witness Mr. Jeffery Michlik has filed direct testimony on rate design which

addresses the ISRS issue and also recommends that the Company-

10 proposed ISRS be rejected by the Commission. Mr. Michlik states that

"The Company has offered no explanation why these ordinary

12

13

infrastructure improvements or replacements should be handled in this

Mr. Michlik goes on to say that ACC Staffextraordinary fashion.ll

14

15

16

"believes that such ordinary infrastructure improvements should be

handled in the normal fashion through inclusion in rate base in future rate

filings as appropriate." Mr. Michlek further states that "The Commission

17 has rejected such requests for extraordinary treatment in the past." In

'18 short Mr. Michlek's testimony echoes the reasons that I presented in my

19 direct testimony for rejection of the Company-proposed ISRS.

20

21

22

23

Q.

A.

5
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1 So RUCO still recommends that the Commission reject the Company-

2 proposed ISRS?

Yes.3 RUCO's position has not changed. As I stated in my direct

4

5

6

7

8

9

10

testimony, there is no federal, or for that matter any other, mandates

requiring that AAWC be required to construct the types infrastructure

improvements that would be covered under the ISRS. Nor are there any

other extraordinary circumstances that would warrant the approval of an

ACRM-like mechanism that would allow the Company to recover costs

associated with routine plant additions that would normally be subject to

much closer scrutiny during a general rate case proceeding.

11

12 REBUTTAL TO ANTHEM COMMUNITY COUNCIL

13

14

15

16

What is your response to Anthem Community Council's witness Daniel

Neidlinger's testimony that the Council intends to challenge the legal basis

for AAWC's proposed inclusion of the March 2008 $20.2 million AIAC

payment to Pulte Homes in rate base for ratemaking purposes in this

17

18

19

proceeding?

Like Mr. Neidlinger, I am not an attorney and able to give a legal opinion.

RUCO has not challenged the recovery of the refunds or the rate base

treatment of the assets in its direct case.20 However, RUCO has instructed

21

22

23

me that RUCO reserves the right to modify its position on this issue should

the legal argument prove valid. RUCO is in the process of doing its own

investigation into the facts and circumstances of that argument and may or

Q.

A.

Q.

A.

6
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1 may not supplement its testimony depending on the results of its

2 investigation.

3

4 Does your silence on any of the issues, matters or findings addressed in

5 the rebuttal testimony of any of the witnesses for AAWC constitute your

6 acceptance of their positions on such issues, matters or findings?

7 No, it does not.

8

9 Does this conduce your surrebuttal testimony on the Company-proposed

10 ISRS?

11 Yes, it does.

A.

Q.

A.

Q.

u

7
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1 INTRODUCTION

2 Please state your name, occupation, and business address.

3 My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

4 by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

5 Washington, Suite 220, Phoenix, Arizona 85007.

6

7 Please state the purpose of your surrebuttal testimony.

8 The purpose of  my surrebuttal testimony is to respond to Arizona-

9 American Water Company, lnc.'s ("AAWC" or "Company") witness Paul G.

10 Towsley's rebuttal testimony filed on March 22, 2010. My surrebuttal

11 testimony will address the Company-proposed infrastructure improvement

12 surcharge for the AAWC's Sun City Water District. Furthermore, the

13 Company has stated that if rate consolidation is adopted by the ACC in

14 this proceeding it proposes to expand the infrastructure improvement

15 surcharge for all of its districts in Arizona. My surrebuttal testimony will

16 also respond to the testimony of Anthem Community Council witness, Dan

17 Neidlinger.

18

19 Have you filed any prior testimony in this case on behalf of RUCO?

20 Yes, on March 8, 2010, I filed direct testimony with the Commission on

21 this specific issue. I also filed, under separate cover, direct testimony on

22 the cost of capital issues in this case.

23

A.

A.

Q.

Q.

A.

Q.

1
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1 Are you also filing surrebuttal testimony on the cost of capital issues in this

2 case?

3 Yes. I have also filed a separate piece of surrebuttal testimony on the

4 cost of capital issues in this case.

5

6 Will RUCO be filing surrebuttal testimony on the rate base and operating

7 income issues in this case?

8 Yes. RUCG's outside consultant Mr. Ralph Smith, will file surrebuttal

g testimony on the rate base and operating income issues in this case.

10

11 Is RUCO filing rate design testimony in this proceeding?

12 Yes . In accordance with the Administrative Law Judge's Procedural

13 Order dated March 18, 2010, both RUCO Director Jodi Jericho, Esq. and

14 RUCO analyst Rodney L. Moore will provide direct testimony on RUCO's

15 rate consolidation policy and RUCO's recommended rate design

16 respectively on May 3, 2010. Ms. Jericho and Mr. Moore will offer their

17 surrebuttal testimony, on rate consolidation policy and rate design, orally

18 at the evidentiary hearing scheduled for May 18, 2010.

19

20 How is your surrebuttal testimony organized?

21 My surrebuttal testimony contains four parts: the introduction that I have

22 just presented, a summary of Mr. Towsley's rebuttal testimony, a section

23 that discusses RUCO's surrebuttal position on the Company-proposed

A.

A.

A.

Q.

Q.

Q.

A.

Q.

2
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1

2

infrastructure improvement surcharge, and a response to the testimony of

Anthem Community Council's witness, Dan Neidlinger.

3

4 SUMMARY OF AAWC'S REBUTTAL TESTIMONY

5

6

7

Have you reviewed the rebuttal testimony of Mr. Paul G. Towsley that

addresses the Company-proposed infrastructure improvement surcharge

for the AAWC's Sun City Water District?

8 Yes. I have reviewed Mr. Towsley's rebuttal testimony that addresses

9

10

the Company-proposed infrastructure improvement surcharge for AAWC's

Sun City Water District.

11

12

13

Please summarize the Company's rebuttal testimony.

In his rebuttal testimony, Mr. Towsley adopts the direct testimony of

14 the

15

Company witness Christopher C. Buls who originally addressed

infrastructure improvement surcharge for the Sun City Water District. Mr.

16

17

18

19

20

21

22

Towsley refers to the Company-proposed surcharge as an Infrastructure

System Replacement Surcharge ("SRS") and states that I was the only

witness that responded to the Company's request and the only witness

that recommended that the Company-proposed ISRS be rejected by the

Commission. Mr. Towsley disagrees with RUCO's recommendation to

reject the ISRS and also disagrees with my statements that the plant

additions would be financed by non-investor supplied funds. Mr. Towsley

A.

A.

Q.

Q.

3
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1 continues to advocate that the ISRS be expanded to all of the Company's

2 Districts if the Commission orders full rate consolidation.

3

4 INFRASTRUCTURE SYSTEM REPLACEMENT SURCHARGE

5

6

Do you agree with Mr. Towsley's posit ion that the costs for plant

additions, which AAWC would be recovering through the Company-

7

8

9

10

11

proposed ISRS, would be funded by investor supplied capital?

Technically, yes. I have reconsidered my position on this point and I

agree with Mr. Towsley that the costs for plant additions would initially be

funded up front by investor supplied capital. However, funds collected

through the ISRS would repay the Company for its up-front investment for

12 routine plant additions.

13

14 Does RUCO still recommend that the Commission reject the Company-

15

16

17

18

19

proposed ISRS?

Yes. With the exception of those potions of my direct testimony regarding

non-investor supplied capital addressed above, RUCO believes that all of

the reasons Ruck provided for rejecting the Company-proposed ISRS

are valid and continues to advocate that the Commission should reject the

20 ISRS. Nothing in Mr. Towsley's rebuttal testimony changes RUCO's

21 position.

22

23

A.

A.

Q.

Q.

4
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1

2

3

Do you agree with Mr. Towsley's statement that you were the only

witness that responded to the Company's request, and the only witness

that recommended that the Company-proposed ISRS be rejected by the

4 Commission?

5 Yes and No. When Mr. Towsley filed his rebuttal testimony, I was the

6

7

8

9

10

11

12

only witness in this proceeding to address the ISRS and to recommend

that it be rejected by the Commission. However, since that time ACC Staff

witness Mr. Jeffery Michlik has filed direct testimony on rate design which

addresses the ISRS issue and also recommends that the Company-

proposed ISRS be rejected by the Commission. Mr. Michlik states that

"The Company has offered no explanation why these ordinary

infrastructure improvements or replacements should be handled in this

13 extraordinary fashion.JJ Mr. Michlik goes on to say that ACC Staff

14

15

16

"believes that such ordinary infrastructure improvements should be

handled in the normal fashion through inclusion in rate base in future rate

filings as appropriate." Mr. Michlek further states that "The Commission

17 has rejected such requests for extraordinary treatment in the past." In

18

19

short Mr. Michlek's testimony echoes the reasons that I presented in my

direct testimony for rejection of the Company-proposed ISRS.

20

21

22

23

A.

Q.

5
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1 So RUCO still recommends that the Commission reject the Company-

2

3

proposed ISRS?

Yes.

4

5

6

7

RUCO's position has not changed. As I stated in my direct

testimony, there is no federal, or for that matter any other, mandates

requiring that AAWC be required to construct the types infrastructure

improvements that would be covered under the ISRS. Nor are there any

other extraordinary circumstances that would warrant the approval of an

8 ACRM-like mechanism that would allow the Company to recover costs

9 associated with routine plant additions that would normally be subject to

10 much closer scrutiny during a general rate case proceeding.

12 REBUTTAL TO ANTHEM COMMUNITY COUNCIL

13

14

15

16

What is your response to Anthem Community Council's witness Daniel

Neidlinger's testimony that the Council intends to challenge the legal basis

for AAWC's proposed inclusion of the March 2008 $20.2 million AIAC

payment to Pulte Homes in rate base for ratemaking purposes in this

17

18

19

proceeding?

Like Mr. Neidlinger, I am not an attorney and I am not able to give a legal

opinion. RUCO has not challenged the recovery of the refunds or the rate

20 base treatment of the assets in its direct case. However, RUCO has

21

22

23

instructed me that RUCO reserves the right to modify its position on this

issue should the legal argument prove valid. RUCO is in the process of

doing its own investigation into the facts and circumstances of that

A.

A.

Q.

Q.

6
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1 argument and may or may not supplement its testimony depending on the

2 results of its investigation .

3

4 Does your silence on any of the issues, matters or findings addressed in

5 the rebuttal testimony of any of the witnesses for AAWC constitute your

6 acceptance of their positions on such issues, matters or findings?

7 No, it does not.

8

9 Does this conclude your surrebuttal testimony on the Company-proposed

10

11

ISRS and the Anthem Community Council 's challenge of  AAWC's

proposed rate base treatment of the March 2008 $20.2 million AIAC

12 payment to Pulte Homes?

13 Yes, it does.

A.

Q.

A.

Q.

7
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EXHIBIT

Home > Resolutions > Water Company Infrastructure Costs 040
National Association of State Utility Consumer Advocates
R E s o L U T I o N

Discouraging State Regulatory Commissions from Adopting Automatic
Adjustment Charges for Water Company Infrastructure Costs

WHEREAS, certain regulated water companies have recently proposed
mechanisms for automatically increasing water rates, prior to regulatory review,
based upon isolated items of expense related to infrastructure projects, and
WHEREAS, the National Association of State Utility Consumer Advocates
(NASUCA) believes that public interest is still best served by rate of return
regulation of investor-owned water companies and that such automatic
adjustment mechanisms contradict several sound rate of return rate raking
principles, including the matching principle, because increases to items of rate
base are recognized far outside of the test year from which all other rate base,
as well as revenues, expenses, and cost of capital items that are used when
calculating rates, allowing 'piecemeal ratemaking' and preventing the
recognition of any simultaneous offsetting reductions in other items, and

WHEREAS, automatic adjustment mechanisms also circumvent regulatory
review of increases to rate base for prudence and reasonableness, and

WHEREAS, automatic adjustment mechanisms further create bad public policy
by eliminating the built-in regulatory incentive to control costs between rate
cases and, generates incentives to increase spending in order to avoid reduction
of the surcharge which occurs if the water company's authorized return is
reached; and

WHEREAS, when an automatic adjustment clause is adopted, rate stability is
reduced and proper price signals are distorted by frequent rate increases, and
no convincing evidence has been shown to support the claim that the frequency
of rate case proceedings is reduced by such clauses, and

WHEREAS, special incentives are not needed in order ensure adequate water
quality, pressure, and a proper reduction of service interruptions, and

WHEREAS, automatic adjustment mechanisms can inappropriately reward water
companies that have imprudently fallen behind in infrastructure improvements,
and

WHEREAS, it is inappropriate to tilt the regulatory balance against consumers
and shift business risk away from water companies simply for the purpose of
creating an incentive for these companies to fulfill their basic obligation to
provide safe and adequate service,

THEREFORE, BE IT RESOLVED, that NASUCA strongly recommends state
legislatures and state public utility commissions avoid the implementation of
automatic adjustments charges for water company infrastructure costs, and

BE IT FURTHER RESOLVED, that NASUCA authorizes its Executive Committee to
develop specific positions and to take appropriate actions consistent with the
terms of this resolution. The Executive Committee shall notify the membership
of any action taken pursuant to this resolution.

http://www.nasuca.org/archive/res/water/res993 .pop
5/20/2010
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1 INTRODUCTION

2 Q. Please state your name, occupation and business address for the record.

3 My name is Jodi Jericho. I am the Director of the Arizona Residential Utility Consumer

4 Office ("RUCO"). My business address is 1110 W. Washington Street, Suite 220,

5 Phoenix, Arizona 85007.

6

7
8
9

Q. What is the purpose of your testimony?

The purpose of my testimony is to explain RUCO's position on rate consolidation in

10 this docket.

11

12 RATE CONSOLIDATION

13 Q. What is "rate consolidation"?

14 Rate consolidation is also commonly known as "single tariff pricing". In addition, the

15 terms "uniform rates", "standard tariff rates", "unified rates" and "rate equalization"

16 are sometimes used. My testimony will refer to this concept as rate consolidation.

17

18 Rate consolidation is the use of a unified rate structure for multiple water utility

19 systems that are owned and operated by a single util ity, but that may not be

20 contiguous or physically interconnected. Through rate consolidation, all customers

21 of the utility pay the same rate for service, even though the individual systems

22 providing service may vary in terms of the number of customers served, operating

23 characteristics and stand-alone costs.

24

A.

A.

A.

2
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1 Q. Have you testified regarding RUCO's position on rate consolidation in other

2 cases before the Commission?

3 Yes. I provided rate consolidation policy testimony in two pending rate cases: (1)

4 Arizona Water (Docket No. W-014457A-08-0440), and (2) Bella Vista (W-01303A-

5 09-0414).

6

7 Q. What is RUCO's position on rate consolidation in this docket?

8 RUCO opposes rate consolidation for the Arizona-American systems.

9

10 Q. Please provide a summary explanation why RUCO opposes rate consolidation

11 in this docket.

12 I will explain RUCC)'s reasoning in greater detail later in my testimony. But, in

13 summary, RUCO opposes rate consolidation in this docketbecause:

14

15 Potential legal infirmity to consolidate some systems whose fair value rate

16 base was calculated using a 2007 test year while others are based on a 2008

17 test year.

18

19 Inability to design consolidated rates that provide a "revenue neutral change

20 to the rate design of all the Company's water districts...".1

21

1 See Decision No. 71410, p. 78, lines 14-t9.

A.

A.

A.

2.

1.

3
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1 Strong opposition against rate consolidation by customers who would have to

2 subsidize rates of ratepayers in other districts.

3

4 Lack of interest in rate consolidation by customers who would immediately

5 benefit from rate consolidation.

6

7 Stark distortion of price signals that work against the Commission's important

8 goal of water conservation.

9

10 Lack of a sufficiently attractive public policy reason to deviate from cost of

11 service rate design.

12

13 Existence of certain contractual rates for certain ratepayer classes in certain

14 districts makes rate consolidation complex if not impractical

15

16 Q. In your opinion, what should be the Commission's starting point regarding

17 rate design?

18 A. As I have testified in Arizona Water and Bella Vista, RUCO contends that separate

19 rates for separate systems respect the principle of traditional cost of service

20 ratemakirng and ensure that those who use the utility services pay for them. In most

21 cases, RUCO has taken the position that the "cost causer should be the cost payer.as

2 See Michiik Direct Testimony, p. 1819.

4.

6.

5.

7.

3.

4
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1

2

3

4

RUCO believes that cost of service ratemakinq should be the presumptive rule

for the Commission. Only when the Commission can identify case-specific

public policies in support of rate consolidation should it approve a rate design

that deviates from cost of service.

5

6

7

RUCO would oppose any routine approval of rate consolidation proposals and would

encourage the Commission to review rate consolidation proposals on a case-by-

case basis.8

9

10 Q. Why has RUCO opposed consolidation in the past?

11

12

13

14

Previously, most rate consolidation proposals have been limited to the consolidation

of two systems - typically a large system and a small one. In 2004, both RUCO and

Staff opposed Arizona Water's request to consolidate the commodity rates for the

Apache Junction and Superior systems. At that time, Apache Junction had 16,093

15 customers and Superior had 1,288 customers. RUCO and Staff opposed this

16

17

consolidation because of the traditional ratemaking principle that individual system

rates should reflect their specific system costs (Decision No. 66849 at p, 28).

18

19 Q. Has the Commission rejected rate consolidation proposals in the past?

20 Yes.

21

For example, the Commission rejected Arizona Water's proposal to

consolidate the base rate and ACRM for the Sedona and Rim rock systems in its

22 Northern Group (Decision No. 66400). Furthermore, the Commission has rejected

A.

A.

5
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1 other Arizona Water rate consolidation proposals. (See Decision No. 58120 at 33-

2 34 and Decision No. 64282 at 20-21 .)

3

4 Q. Has the Commission approved rate consolidation proposals in the past?

5 Yes. From past history, it appears that the Commission has been most persuaded

6 to approve rate consolidation when two systems are either being physically

7 interconnected or close enough geographically such that interconnection has been

8 contemplated _

9

10 The Commission has approved Arizona Water Company's proposal consolidation for

11 rate raking purposes of the Sedona and Valley Vista systems as well as the

12 consolidation of the Apache Junction and Superior systems.3

13

14 In 1999, the Commission approved the merger and rate consolidation of Bella Vista

15 Water and Nicksville Water (Decision No. 61730). The Commission found, "The

16 merger of Nicksville into Bella Vista will result in cost savings from the elimination of

17 duplicate books, records and reports and simplified administration and the

18 customers of both systems will benefit from interconnection." RUCO supported rate

19 consolidation in that docket.

20

3 "...we believe it is appropriate to allow the first step of consolidation at this time in order to recognize the
interconnection of the systems and to minimize the "rate shock" that may otherwise be experienced by
customers in the Superior system." (Decision No. 66849 at 28)

A.

6
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1 Finally, in 2006, the Commission approved the merger of the seven (7) McLain

2 Northern Sunrise Water and Southern Sunrise

3

Water systems into two systems

Water (Decision No. 68826).

4

5 Q.

6

Does this history suggest that the Commission will look at rate

consolidation on a case-by-case basis?

7

8

Yes. Every Order of the Commission that has approved any form of consolidation

has been highly fact specific.

9

10 Q. What are the policy arguments in favor of rate consolidation?

11 In the pending Arizona Water and Bella Vista rate cases, I discussed the policies

12

13

14

15

favoring rate consolidation at length. Included with my testimony in these cases, I

referenced a copy of a 1999 joint publication by the U.S. Environmental Protection

Agency ("EPA") and the National Association of Regulatory Utility Commissioners

("NARUC"). I attach the same document to my testimony in this docket as Exhibit A.

16

17

to

19

The EPA-NARUC publication offers several arguments in support of rate

consolidation. RUCO lists the arguments it finds most persuasive.

Mitigates rate shock to utility customers.

Lowers administrative costs to the utilities.

1

20

i t

22

Provides incentives for utility regionalization and consolidation.

Lowers administrative cost to the Commission.

A.

A.

4.

2.

3.

7
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1 Encourages larger utility companies to acquire small, struggling

2 utilities.

3

4 Q. What are some policy arguments in opposition to rate consolidation?

5 The EPA-NARUC publication also offers several arguments in opposition to

6

7

8

rate consolidation. RUCO lists the arguments it finds most persuasive.

Conflicts with cost of service principles.

Provides subsidies to some high cost customers at the expense of

9 other customers.

10

11

Distorts price signals.

Discourages water conservation.

12

13 Q. Please explain the reasons RUCO opposes rate consolidation in this docket.

14 As stated earlier, RUCO opposes rate consolidation in this docket for the following

15 reasons:

16

17 Different Test Years

18

19 First, RUCO questions the legal soundness of consolidating rates for several

20

21

22

23

districts using two different test years. Plant, operating revenue and operating

expenses for Sun City Water, Anthem Water, Sun City Wastewater, Sun City West

Wastewater and Agua Fria Wastewater will be based on a 2008 test year. All other

districts had their fair value rate base calculated using a 2007 test year.

A.

A.

4.

3.

2.

5.

1.

8
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1

2

3

4

5

6

The Arizona Constitution charges the Commission to "ascertain the fair value of the

property" of a utility when setting rates. (Ariz. Const. Art. XV, § 14) it is well settled

that the Commission has broad authority in this calculation. And, admittedly, RUCO

can f ind no example or case law that addresses this part icular question.

Nonetheless, while this situation poses a new legal question, RUCO does not

believe it is legal to mix test years when ascertaining the fair value of property.

7

8

9

10

11

12

13

The Commission's Rules define the filing requirements in support of a utility's rate

application. R14-2-13 et el. Among those requirements, a utility must choose a test

year. A test year is defined as "the one-year historical period used in determining

rate base, operating income and rate of return. The end of the test year shall be the

most recent practical date available prior to the filing." (R14-2-103(A)(p)). The test

year is used in ascertaining a utility's revenue requirement.

14

15

16

17 revenue requirements.

18

In the present set of ci rcumstances the Commission wi l l  be consider ing

consolidating rates between several systems with different test years and different

The resul t would truly be rendering the fair value

requirement meaningless since ultimately the Commission would be applying

19 Hence, RUCO believes such an

20

revenue requirements to different test years.

application would violate Arizona's fair value requirement.

21

22 In the past, to the best of RUCO's knowledge, every time the Commission has

23 approved rate consolidation, all the affected systems had the same test year. When

9
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1

2

3

4

the Commission approved consolidated rates upon the merger of Bella Vista Water

and Nicksville Water, the application brought both systems before the Commission

using the same test year. (Decision No. 61730) The Applicant couldn't pick one test

year for one system and a more favorable test year for the other system.

6 In the most recent Arizona-American rate case, Decision No. 71410, the

7

8

9

Commission approved a weighted average cost of capitol of 7.33%, a cost of equity

of 9.9% a cost of debt of 5.46% for the districts that are not currently before it in this

docket. It is unknown if the Commission will make the same determinations for the

10 systems that areWfore it in this case. Furthermore, Decision No. 71410 made

11

12

13

14

several operating income adjustments to all of the districts before it at that time

including labor expense, waste disposal expense, achievement incentive pay, water

testing, tank maintenance, meter depreciation and rate case expense. Again, it is

not known whether the Commission will make the same adjustments and to the

15 same degree.

16

17

18

19

20

21

In Scares v. ACC, 118 Ariz. 531 (App, 1978)), the Commission approved charges for

64% of costs for Mountain States Telephone when it already had approved rates

covering 41% of the company's costs in a proceeding 10 months earlier. The crux of

States is that the Commission failed to examine the company's financial condition

when approving the subsequent tariffs for the remaining 64% of the utility's costs.

22 That is not the case here. However, the States court notes, "...such piecemeal

23 approach is fraught with potential abuse. Such a practice must inevitably serve both

10

5

I
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1 as an incentive for utilities to seek rate increases each time costs in a particular area

2 rise, and as a disincentive for achieving countervailing economies on the same or

3 other areas of their operations." (States at 534)

4

5

6

7

8

This cautionary note found in Scates is instructive to the facts at hand in this case. If

Arizona-American had used a 2007 test year for the Anthem and Sun City water

systems and the Sun City, Sun City West and Agua Fria wastewater systems

instead of its 2008 test year, then*aII the systems would have been placed before the

9 Commission on the same footing. The rate base, revenues and expenses all would

10

11

12

13

14

have been reflective of the same time period. Furthermore, the time delay between

the findings regarding WACC, ROE, debt and operating income adjustments in

Decision No. 71410 and the current rate case may result in new economic or

marketplace forces that compel the Commission to make findings for these

ratemaking elements that differ from those made in the earlier Decision.

15

16 Revenue Neutrality

17

18 The Commission, in Decision No. 71410 stated, "This docket should remain open for

19

20

the limited purpose of consolidation in the Company's next rate case with a separate

docket in which a revenue neutral change to rate design of all the Company's

21 water districts .may be considered." (Emphasis

22

or other appropriate proposals

added, Decision No. 71410, FOF 116)

23

11
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1

2

3

4

5

6

7

8

RUCO believes this language means that the revenue neutrality requirement applies

to each individual system. If the Commission had intended this requirement to apply

Company-wide, it would have made clear that the revenue neutrality requirement

applied to the Company's revenue requirement and motto the requirement "of all the

Company's water districts". The Commission is bound to the language of its

Decision. However, the Commission could choose to re-open Decision No. 71410

and change its wording. But until that happens, RUCO believes the language

speaks for itself and that revenue neutrality applies to each individual system.

9

10

11

12

If each system must retain its individual revenue requirement as established by

Decision No. 71410, then it is mathematically impossible to create a consolidated

rate design for all the water and wastewater districts.

13

14 Ratepayer Opposition to Rate ConsolidatiOn

15

16 RUCO has received numerous letters and emails from residential ratepayers in

17 opposition to rate consolidation. In fact, the issue of rate consolidation in this rate

18

19

20

21

case has generated more correspondence than any other issue during my tenure as

RUCO's Director. This opposition is most strongly expressed by ratepayers in the

Sun City system. Not only have these ratepayers complained to RUCO, but they

have also filed volumes of constituent letters with the Commission. When the

22

23

Commission held a public comment meeting in Anthem, Sun City residents traveled

all the way across the Valley in order to attend and to voice their opposition to rate

12
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1 consolidation. Clearly, the Sun City ratepayers strongly object to subsidizing

2 Anthem's costs.

3

4 Ratepayer Ambivalence to Rate Consolidation

5

6 It is clear that any consolidated rate design would be to the immediate benefit of the

7 However, RUCO has not received any letters or emails

8

Anthem ratepayers.

supporting rate consolidation from these ratepayers. During the Anthem public

9

10

11

comment hearing, RUCO only remembers one person even mentioning the

possibility of rate consolidation as one possible option to reduce the proposed rate

increase.

12

13

14

15

16

17

18

In addition to Anthem's lack of support for a rate consolidation proposal, it appears

that Anthem may even be unsupportive of the general concept of rate consolidation.

At the public comment hearing, many Anthem residents voiced their objection to

their wastewater system being consolidated with the Agua Fria wastewater system.

They clearly did not like the fact a portion of the Northwest Treatment Facility is

included in their wastewater rates when Anthem is not connected to that wastewater

19 treatment plant. That plant, located within the boundaries of the Sun City West

20 system, provides service to Agua Fria residents.

21

22

23

13



Rate Consolidation Direct Testimony of Jodi A. Jericho
Arizona-American Water Company
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343

1 Distorted Price Signals Contrary to Goal of Water Conservation

2

3 In addition to cost of service concerns, rate consolidation can have the unfortunate,

4

5

6

7

8

9

10

11

12

negative consequence of contradicting the Commission's important goal of water

conservation. Rate consolidation is arguably "at odds with water consenation."4

Water is not the same everywhere in the state. Different systems have different

challenges with water quality or water quantity issues. Full rate consolidation

ignores the harsh reality of the difficulty of delivery of adequate and safe water in

certain areas in Arizona. By consolidating rates and allowing a district with high

costs to enjoy subsidized rates, the Commission distorts the true price of water

delivery service for those customers. By distorting the price signals, customers no

longer have the incentive to use their water wisely.

13

14

15

16

17

to

There are vastly different water consumption patterns among the residential

ratepayers of the Arizona-American water systems. The average 5/8 x 3/4 inch

monthly water consumption ranges from 6,702 gallons in Sun City West to a

whopping 20,406 gallons in Paradise Valley! in Paradise Valley, there are 130

residential customers who have an average monthly water consumption of 130,811

19 gallons!

20

Aside from water consumption, these systems have different water delivery

22 challenges. Some systems are on ground water. Others take surface water. Some

4 Id. at 5.

14
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1 systems are inside an Active Management Area. Others are not.

2

3 The Commission has stated time and time again that water conservation is one of its

4 top priorities. In this case, consolidated rates include a consolidated commodity

5 rate. RUCO does not believe that the benefits of consolidation justify water prices

6 that do not accurately reflect the cost of water among these diverse systems.

7

8

9

10

i t

While it is true that the biggest user of water - Paradise Valley .-. would bear more

costs at the initial stage of rate consolidation, these residents would enjoy the benefit

of other systems - like Tubac - picking up some of their costs in the future. This

would lead to the bizarre result of retired ratepayers living on fixed incomes picking

12 up costs for high income ratepayers.

13

14 Existing Contracts for Some Water Classes

15

16

17

18

19

20

21

As pointed out in Staff's testimony, "Certain classes of customers are unique to

specific systems or may have special contracts that apply to their rates." (Michlik

Direct Testimony, page 18) According to Staff, classes that are affected by these

contracts could not be consolidated. Some of these contracts apply to residential

users, such as residential ratepayers living in apartments in the Mohave - Bullhead

system. in RUCO's opinion, it is not optimal to have a consolidated rate design that

22 excludes certain sub-classes of ratepayers.

23

15
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1 Q. What other general concerns does RUCO have regarding rate consolidation?

2 Another concern RUCO has with rate consolidation is that it eliminates the need to

3 maintain books for individual systems. This could lead to the Company over-building

4 a system or not maintaining prudent cost controls since the widespread sharing of

5 these costs minimizes the rate increase. This may incant a Company to

6 unnecessarily inflate its rate base.

7
8
9

10
11
12
13
14
15

"If rates were to be consolidated, there would be no reason to
maintain separate books and records for each of the
[systems]...However, this loss of operation and financial data would
destroy the ability to evaluate the effectiveness and efficiency of the
Company's operation of the [systems].
As a result, the [public utility commission] would lose its ability to
exercise regulatory oversight and control as it pertains to these
systems."5

16 If the Commission were to find that full rate consolidation is in the public interest, it

17 could still order the Company to maintain system-specific bookkeeping. This would

18 be helpful for Staff, RUCO and others to determine if costs were appropriately and

19 prudently incurred in future rate cases.

20

21 This concern regarding transparency in bookkeeping is discussed in a New

22 Hampshire Pubiic Utilities Commission Order regarding Perrnichuck Water. I .have

23 attached a copy of that Order as Exhibit C.

24

25

5 ld. at 8 citing Ernest Harwig, Direct Testimony before the New Hampshire Public Utilities Commission in DR
97-058, Pennichuck Water Works, inc. (1997).

A.
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1 Q.

2

3

Did RUCO support rate consolidation in the pending Arizona Waterrate

case (Docket No. W-014457A-08-0440)?

RUCO testified in Arizona Water that it supports stand-alone rates. RUCO further

4 testified that if the Commission finds that rate consolidation is in the public interest,

5 then RUCO would not object to a consolidated rate design as illustrated by RUCO

6 rate design "Option F".

7

8

9

In the Arizona Water case, RUCO's "Option F" was a modified rate consolidation

rate design. It provided a consolidated monthly minimum rate for all 17 districts.

10 However, each district retained its own commodity rate based on that district's

11 cost of service. Finally, Option F limited any rate increase for any district to no

12

13

14

15

more than $5.00 for the average residential ratepayer. This served to mitigate the

rate impact for those districts that would subsidize the high cost districts as well as to

narrow the rate impact difference between the systems with a rate decrease and

systems with a rate increase.

16

17 In that docket, RUCO believed its modified rate consolidation proposal was in the

18 best interest of the ratepayers of Arizona Water if the Commission decided to

19

20

21

22

23

deviate from stand-alone rates. First, RUCO testified that Option F avoided rate

shock better than any of the other proposals. Second, Option F appealed to RUCO

because it was a small step toward consolidation for such a large water company.

Those, like RUCO, who are uncomfortable with completely leaving traditional cost of

service principles could take some comfort that these principles would be preserved

A.

17
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1

2

3

4

through the commodity rates. Third, separate commodity rates for the 17 widely

diverse districts also send the proper price signals for water conservation. Fourth,

Option F would require the Company to maintain separate books for each system to

ensure that Staff, RUCO and others can review whether the Company is prudently

5 incurring costs.

6

7

8

9

In this docket, there is no proposal to offer a consolidated rate design that retains

system-specific commodity rates. Even if the parties would be willing to think about

rate consolidation in this fashion, RUCO believes that there are still insurmountable

10

11

12

13

14

15

16

17

18

19

problems with rate consolidation with this docket. As stated previously, RUCO

believes that rate consolidation of systems with fair value rate bases predicated on

different test years is legally flawed. Furthermore, RUCO interprets Decision No.

71410's revenue neutrality requirement to require neutrality for each individual

system. Finally, ratepayers in Sun City West, Agua Fria, Tubae, Mohave, Havasu

and Paradise Valley systems just had their rates increased at the beginning of 2010.

By now, families have adjusted their utility budgets and are entitled to enjoy some

rate stability for as long as a period of time as is practicable. A consolidated rate

design brings all these districts back into "play". Once again, these ratepayers will

face a rate change. While it is true some will see a rate decrease, others will face

20 rate increases on top of what they have already incurred as a result of Decision No.

21 71410.

22

23

18
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t Q.

2

3

4

Did RUCO support rate consolidation in the pending Bella Vista rate case?

Consistent with its testimony in Arizona Water, RUCO filed testimony indicating that

it supports stand-alone rates, but would not object to consolidated rates. As the

Commission must consider rate consolidation on a case-by-case basis, so must

5 RUCO. In Bella Vista, RUCO found its concerns regarding price signals were not

6

7

applicable noting similar water consumption patterns among the three closely

located systems. All three systems draw their water from the same source. RUCO

8

9

10

noted that the proposed consolidation was on a much smaller scale than that being

proposed in this docket and that Bella Vista has had a progressive history of rate

consolidation with its consolidation of the Nicksville system and its acquisition of the

11 McLain systems in 2006.

12

13 Q. If the Commission decides in favor of rate consolidation, should that be the

14 end of the discussion relating to rate design?

15 No. In RUCO's opinion, a favorable rate consolidation proposal is one that has the

16

17

least detrimental effect to the systems that are picking up costs for other systems at

the initial stage of consolidation. Over time, rates are stabilized and increases are

18

19

20

minimized by spreading the costs of all systems. However, the most obvious cost

shift happens in the initial rate case when rate design shifts from cost of service to

consolidated rates. Any effort to mitigate the impact of that shift is in the public

21 interest.

22

A.

A.
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1 As RUCO expressed in Arizona Water and Bella Vista, it is one thing for the

2

3

4

5

6

ratepayers of one system to endure a slightly larger rate increase in order to protect

other ratepayers from the shock of an exorbitant rate increase. But it is another

matter entirely if that increase is borne in order to reward the other system's

ratepayers with an unearned decrease in rates! A primary goal of rate consolidation

is to mitigate rate shock -- not to eliminate any responsibility for a system to cover

7 its own costs.

8

9 Q. Have you reviewed the rate consolidation proposals offered by Staff?

10 Yes. While Staff recommends stand-alone rates for each district, it offers three

11

12

13

14

15

different scenarios for the Commission's consideration. Scenario #1 is a complete,

company-wide consolidation of all its water and wastewater districts. Scenarios #2

and #3 offer sub-groupings. While Staff does not provide any explanation for its

reasoning behind Scenarios #2 and #3, their effect segregates the Sun City and Sun

City West systems and shields them from increased rates that mitigate the rate

16 increases of other districts such as Anthem. Unfortunately, all these two options

17 do is shift even more of Anthem's costs to other districts - such as Mohave and

18 Paradise Valley.

19

20

21

RUCO agrees with the opinion stated by Mr. Broderick in his Rebuttal Testimony at

pages 14-15.

22
23

25

"Staff scenarios Two and Three are essentially arbitrary
combinations of various Company's districts that are difficult to
justify to customers. These groupings will not reduce the number
or frequency of rate cases, but will make odd combinations of

A.

20
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1
2
3
4
5
6
7
8
9

communities. Grouping Sun City and Sun City West together is
ye/y difficult because, for example, residents of Sun City West will
object to paying for Sun City's much older infrastructure. I cannot
understand the basis for grouping the small groundwater based
Paradise Valley district with the much larger surface water based
communities of Anthem and Agua Fria. I cannot Hnd any good
reasons either to combine the much larger Mohave district with
Tubac."

10

11

12

Scenarios #2 and #3 do not match with some of the reasons RUCO would generally

support rate consolidation -- such as a reduction in rate case expense and a reduced

toll on Staff resources.

13

14

15

16

17

18

19

More importantly, all three scenarios contradict the important Commission goal of

water conservation by sending distorted price signals for water consumption.

Finally, all three scenarios provide a rate decrease for Anthem. As stated earlier in

this testimony, and recited in my testimony in Arizona Water and Bella Vista, while it

is a worthy goal of rate consolidation to mitigate rate shock, it should not provide an

unearned rate decrease at the expense of increased rates for others. In all three

20

21

22

cases, not only is Anthem's cost of service rate increase mitigated, but it is

completely eliminated. This unearned financial reward for Anthem comes at a cost

to the ratepayers of Paradise Valley, Sun City and Mohave.

23

24 Q. Please explain Exhibit B.

25

26

27

Exhibit B attempts to put on to a single piece of paper the various rate proposals that

the Commission is being asked to consider. While all this information is

appropriately laid out in the testimony and numerous schedules provided by RUCO,

A.
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1

2

Staff and the Company, this format is easily digestible for me and I have included it

as a convenience to the Commission.

3

4 It is impossible to consolidate rates without initial "winners" and "losers". The

5 "winners" will receive subsidized rates and the "losers" will pick up the costs of the

6 subsidized districts. There is no way around this. However, all ratepayers of a

7 consolidated system can enjoy certain benefits. First, a consolidated system will

8 result in lower administrative costs primarily rate case expense. Second, those

9

10

11

systems that initially bear a higher rate increase to subsidize other systems in the

beginning will enjoy a mitigated rate increase in the future when those other districts

pick up their future costs.

12

13

14

RUCO believes that ratepayers are willing to pay a little bit more in the beginning

knowing that the benefit will be returned to them in the future. However, there will be

15

16

17

resistance if the initial cost shift is too much. In Exhibit B, for illustrative purposes

only, RUCO arbitrarily set this resistance threshold level at $5.00. Those districts

shaded in red have more than $5.00 shifted to them through rate consolidation so

18

19

20

that other districts can enjoy reduced rates. Once this tolerance threshold is

crossed, I assert it is more difficult to find ratepayer support for consolidated rates.

Alternatively, those districts that receive more than a $5.00 decrease in rates due to

21 rate consolidation over a cost of service rate design are shaded in orange. As I

22

23

stated earlier, consolidation should not result in an unduly large reduction in rates at

the expense of other ratepayers. Yellow districts are those that fall within the $5.00

22
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1 bandwidth where RUCO believes there would be little ratepayer opposition to

2 consolidated rates. As you can see from Exhibit B, there are many more red and

3 orange districts than yellow districts.

4

5 The point of this exercise is to leave the general and philosophical debate of rate

6 consolidation and to bring to the forefront an examination of its financial impact on

7 residential ratepayers. At this time, ratepayers in Sun City are aware (and strongly

8 oppose) rate consolidation. But RUCO does not believe ratepayers in Paradise

9 Valley and Mohave have any real idea that the notice they received as a bill insert

10

11

regarding rate consolidation will have the actual financial impact as shown in Exhibit

3.6

12

13 Q. What are your thoughts regarding the three step phased-in proposal offered

14 by Ms. Heppenstall's rebuttal testimony on behalf of Arizona-American?

15 RUCO appreciates the Company's attempt to mitigate rate shock for certain

16 ratepayers. Clearly, in these times of economic duress, postponing rate increases is

17 certainly helpful to the pocketbook. However, RUCO does not support this proposal

18 for the following reasons:

19

e The notice that was sent to all Arizona-American ratepayers states, "If approved by the Commission, this
(rate consolidation) proposal may impact the rates of every Arizona-American water and wastewater
customer -.. either increase or decrease."

A.
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1 1. Does not resolve the legal concern of consolidating rates with some districts' fair

2 value rate base calculated using a 2007 test year and other districts' fair value rate

3 base using a 2008 test year.

4

5 2. 'interprets Decision No. 71410 to allow for a rate design that preserves the

6 "overall revenue requirement"7 for the impacted districts instead of interpreting that

7 Decision's directive of a "revenue neutral" consolidated rate design proposal to

8 require revenue neutrality for each district.

9

10

11

3. Increases rates for certain ratepayers who already are paying higher rates due to

the 2009 increases set forth in Decision No. 71410.8

12

13 4. RUCO is not convinced that the ratepayers will be appreciative of step increases.

14 RUCO believes rate stability is an important consideration. Regular rate increases

15 will frustrate many ratepayers, who will be caught in a continuous cycle of rate

16 increases. RUCO is concerned that as soon as the third step increase is borne by

17 the ratepayers, Arizona-American will be back before the Commission asking for yet

18 another rate increase - causing ill will for the Company and the Commission.

19

20 Q. Does this conclude your testimony?

21 Yes.

8
7 See Heppenstall Rebuttal Testimony, page 8, lines 4-6.

While Ms. Heppenstall's Exhibit CEH-1 details the step increases for both the monthly minimum and
commodity charges, she does not provide a typical bill impact for the average residential ratepayer.

A.
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Consolidated Water Rates: Summary

Purpose

Consolidated rates or single-tariffpricing is the use of a unified rate structure for multiple
water (or other) utility systems that are owned and operated by a single utility, but that

.may or may not be contiguous or physically interconnected. The purpose of this report is
to provide policymakers and other stakeholders with an overview of consolidated
ratemaldng and an appreciation of the complex trade-offs involve in its implementation.

The report provides a review of historical, theoretical, and practical issues related to
consolidated ratemaking, implementation data, andkey decisions by the state public utility
commissions. A detailed survey of state public utility commission staff regardinng single-
tariif pricing is presented. General commission policies are summarized, along with
citations of specific regulatory decisions concerning single-tariff pricing.

How Consolidated Pricing Works
I

Under consolidated pricing, all customers of the corporate utility pay die same rate for the
same service, even though the individual systems providing service may vary in terms of
operating characteristics and stand-alone costs. In many respects, consolidated rates are
the conceptual opposite of "zonal" or spatially differentiated rates.

i
i
I

i
f.

Single-tari&` pricing is used by many investor-owned water utilities, with the approval of
state regulators, but it also can be implemented by publicly owned utilities. Single-tariff
pricing can be an incentive for larger water utilities to acquire small water systems that
lack capacity because it makes it possible to spread costs over a larger service population
and maintain more stable and affordable rates for customers of some smaller and more
expensive systems. Single-tariff pricing can be used by publicly owned or nonprofit water
utilities that operate satellite systems, but few examples are readily available.

I

iI

I
I

I

Unfortunately, the literature on utility raterrialdng, which leans heavily toward the .
conditions and experiences of the energyand telecommunications industries, yields little
theoretical insight or empirical evidence iaNthe implications of single-tariffpricing. Much
of the understanding of this issue is derived from ease-specific regulatory proceedings.
However, an analysis of historical and theoretical perspectives suggests that single-taxi'ff
pricing is not necessarily inconsistent m'th the prevailing principles of raternaldng.

i
4 :

The Tradeoffs

Single-tariff pricing is a provocative issue precisely because of the tradeoffs involved in
.its application, including possible tradeoffs among different types of efficiency. Single-
tariff pricing might lessen some kinds of efficiency (such as those related to spatial
allocation of costs and price signals to customers), while improving other kinds of

vii
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efficiency (such as those related to management and innovation). Of particular
importance, but hardest to gauge, is whether single-tariifpricing and related restructuring
can lead to long-run efficiency improvements in the water industry. Water utilities and
policymakers must consider and weigh die evidence and trade-offs pallor to implementing
or approving single-tariff pricing.

I
I

II

I

l
I
1
I

l .
I

A variety of theoretical and practical arguments in favor and against the use of single-
tariff pricing can be made. Single-tariff pricing tends to stabilize rates and revenues,
mitigate rate shock, and make rates more affordable for the customers of the smallest and
more expensive systems. While achieving certain capacity-development, affordability,
and operation efficiency goals, however, single-tariffpricing also might trade a degree of
economic efficiency by ignoring spatial differences in costs and diluting price signals. A
1996 survey of commission staff members identified several arguments in favor of and
against single-tariff pricing were identified.

Summary of Select Arguments in Favor and Against
Single-Tariff Pricing

i

U

U

I

a

Select Arguments Against
Single-Tariff Pricing
U Conflicts with cost-of-service principles (14)
U Provides subsidies to high-cost customers (l2)
D Not acceptable to all affected customers (10)
cl Considered inappropriate without physical

interconnection (8)
D Distorts price signals to customers (7)
D Fails to account for variations in customer

contributions (6)
D Justification has not been adequate in a

specific case (or cases) (6)
D Discourages efficient water use and

conservation (4)
D Encourages growtlrand development in high-

.cost areas (4)
D Undennines economic efficiency (3)
D Provides unnecessary incentives to utilities (Z)
D Not acceptable to other agencies or

governments (2)
D Insufficient statutory or regulatory basis or

precedents (2)
Overall costs outweigh overall benefits (2)

D Encourages overinvestment in infrastructure

(1)

D

I
I

I

E

Select Arguments in Favor of
Single-Tariff Pricing
D Mitigates rate shock to utility customers (17)
U Lowers administrative costs to the utilities (16)

Provides incentives for utility regionalization and
consolidation (15)

D Physical interconnection is not considered a
prerequisite (13)

D Addresses small-system viability issues (13)
o Improves service affordability for customers (12)

Provides ratemaldng treatment similar to that for
other utilities (10)

U Facilitates compliance with drinking water
standards (9)

D Overall benefits outweigh overall costs.(9)
cu Promotes universal service for utility customers (8)
U Lowers administrative cost to the commission (8)
U Promotes ratepayer equity on a regional basis (6)
U Encourages investment in the water supply

infrastructure (5)
CI Promotes regional economic development (3)
Cl Encourages further private involvement in the water

sector (2)
D Other: Can be consistent with cost-of-service

principles (1) arid found to be in the public interest

(1)
Source: Author's construct See Tables ET and ET.
(out of 21 applicable survey responses).

Numbers in parentheses represent number of mentions

1
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I
I
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efficiency (such as those related to management and innovation). Of particular
importance, but hardest to gauge, is whether single-tariff pricing and related restructuring
can leadto long-run efficiency improvements in the water industry. Water utilities and
policymakers must consider and weigh the evidence and trade-offs prior to implementing
or approving single-tariff pacing.

|

I
I
|.

I
l
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A variety of theoretical and practical arguments in favor and against the use of single-
tariff pricing can be made. Sing1e~tariff pricing tends to stabilize rates and revenues,
mitigate rate shock, and make rates more affordable for the customers of the smallest and
more expensive systems. While achieving certain capacity-development, affordability,
and operation efficiency goals, however single-tariffpricing also might trade a degree Of
economic efficiency by ignoring spatial differences in costs and diluting price signals. A
1996 survey of commissionstaff members identified several arguments in favor of and
against sing1e~tariff pricing were identified..

Summary of Select Arguments in Favor and Against
Single-Tariff Pricing

!
I.

I
!
I

I
I

I
I
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I

I

I

i

!
I

i

Select Arguinnents 'm Favor of
Sing]e..Tariff Pricing

D Mitigates rate shock to utility customers (17)
D Lowers administrative costs to the utilities (16)
:J Provides incentives for utility regionalizati on and

consolidation (15)
D Physical interconnection is not considered a

prerequisite (13) .
U Addresses srnafll-system viability issues (13)
D Improves service affordability for customers (12)
D Provides ratemaldng treatment similar to that for

other utilities (10)
D Facilitates compliance with drinking water

standards (9)
D Overall benefits ouhveigh overall costs (9)
D Promotes universal service for utility customers (8)
D Lowers administrative cost to the commission (8)
D Promotes ratepayer equity on a regional basis (6)
D EncOurages investment in the water supply

infrastructure (5) ,
D Promotes regional economic development (3)
U Encourages further private involvement in the water

sector (2)
D Otlnert Can be consistent with cost-of-service

principles (1) and found to be in the public interest

(1)
Source: Author's construct. See Tables ET and ET. Numbers in parentheses represent number of mentions
(out of 21 applicable survey responses).

Select Arguments Against
Single-Tariff Pricing
D Convicts with cost-of-service principles (14)
EJ Provides subsidies to high-cost customers (12)
U Not acceptable to all affected customers (10)
D Considered inappropriate without physical

interconnection (8)
El Distorts price signals to customers (7)
G Fails to account for variations in customer

contributions (6)
U Justification has not been adequate in a

specific case (or cases) (6)
D Discourages efficient water use and

conservation (4)
D Encourages growth and development in high-

cost areas (4)
U Undermines economic efficiency (3)
U Provides unnecessary incentives to utilities (2)
D Not acceptable to other agencies or

governments (2)
U Insufficient statutory or regulatory basis or

precedents (2)
D Overall costs outweigh overall benefits (2)
U Encourages overinvestment in infrastructure

(1)
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State Commission Policies

The public utility commissions have provide the central forum in which single-tariH`
pricing has been evaluated. Single-tariff pricing is a relevant regulatory policy issue only
for the thirty (30) state public utility commissions with jurisdiction for multi-system
utilities. Given this context, a clear majority of affected state commissions have allowed
regulated water utilities to implement single-tariffpricing (22 state commissions).

I

I
.

Based on the commission survey and subsequent updates, single-tariff pricing is generally
accepted in eight (8) states. A few states (such as Connecticut, Pennsylvania, and Texas)
have recognized single-tariffpricing as a policy tool. Staff members at seventeen (17)
commissions characterized the policies of their commissions as "case-by-case," indicating
that the simile-tariff pricing must be justified for every specific application (even when the
policy is "generally accepted"). Numerous exemplary decisions can be cited.

Case-By-Case (17)

Never Considered (5) Maine
Wisconsin

Not Applicable - No Multi-
System Water Utilities (15)

Nevada
New Mendco
Oklahoma
Rhode Island
Tennessee
Utah
W yoming

I

a
I
9
:

i

:
I
!

J

I

I

E

Summary of State Public Utility Commission Policies on
Single-Tariff Pricing for Water Utilities
Commission Policy State Commissions
Generally Accepted (8) Connecticut Pennsylvania

Missouri South Carolina
North Carolina Texas .
Oregon Washington
Single-Tariff Pricing Has__§e<8n_Approved (14)
Arizona New Hampshire (d) (i)
Delaware (a) New York
Florida New Jersey (e) (f)
Idaho (not 'an issue) Ohio
Illinois Vermont
Indiana (b) (f) Virginia
Massachusetts (c) (f) W est Virginia
Single-Tariff Pricing Has Not Been Approved (3)
California (g)
Maryland (not an issue)
Mississippi (not an issue)
lOwa
Kentucky
Louisiana
Alabama
Alaska
Arkansas
Colorado
Hawaii
Kansas
Montana
Nebraska

No Jurisdiction for Water Georgia
Utilities (6) Michigan

Minnesota
Source: Author's construct. See Table 12 for notes.

North Dakota
South Dakota
Washington, D.C.

I
I
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Guide for Readers

1. Introduction. The introductory section defines consolidated ratemaldng, discusses
general advantages and disadvantages of this approach, and provides the policy and
regulatory context in which rate consolidation is considered.

2. Background. This section contemplates single-tariff pricing in light of an historical
perspective and the prevailing economic regulatory literature. The concept of spatially
differentiated pricing (or "zonal rates") also is considered.

3. Spatial Pricing and Raternaldng Theory. Principles of ratemaking and tradeoffs
among efficiency, equity, and other policy goals, are considered. Goals unique to the
water industry are idendiied. The section also contrasts pricing in theory with pricing in
practice.

4. Structural Issues in the Water Industry. This Section identifies ways 'm which
pricing policies will shape the structural character of the water industry and the future of
small water systems.

l

5. Cost Profile of the Water Industry. This section considers the cost pro5le of the
water industry, including the relevance of economies of scale, the challenge of
maintaining affordable water service for consumers, andthe means to enhancing water
system capacity.

i

6. Examples of Single TariffPricing. Numerical illustrations of rate consolidation are
provided here, including examples from two recent cases in Indiana and New Hampshire.

7. Public Utility Commission Role. The role of the state public utility commissions is
reviewed in this section, with an emphasis on how commission policies will affect the
structure of the industry through consolidation.

I

8I

8. Commission Survey. Results of a 1996 survey of commission staff members are
presented. Based on a database derived iromthe survey, this section also identifies the
characteristics of utilities that have implemented consolidated rates.

9. Arguments in Favor and Against Rate Consolidation. Commission staff views
about the advantages and disadvantages of single-tariff pricing are presented.

a 10. Commission Policies on Rate Consolidation. This final section summarizes
commission policies on rate consolidation and provides an overview of several key cases,
including regulatory decisions from West Virginia, Pennsylvania, Massachusetts, Florida,
Illinois, New Jersey, Missouri, Indiana, New York, and Connecticut This section also
considers legal challenges to the authority of regulators to approve consolidated rates.

x
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Introduction

Definition

Consolidated rates or single-tariff pricing is the use of a unified rate structure for multiple
water (or other) utility systems dirt are owned and operated by a single utility, but that
may or may not be contiguous systems or physically interconnected. Under a system of
single-tariff pricing, all customers of the utility pay the same rate for service, even though
the individual systems providing service may vary i n t e rs of the number of customers
served, operating characteristics, and stand-alone costs. Single~tariffpricing essentially
allows for allocating the average costs of cornbined systems in the course of raternakilng.
In addition to the term "consolidated rates," the terms "single-rate structure," '.'uniform
rates," "standard-tariff rates,'f "unified rates," and "rate equalization" sometimes are used
in connection with the concept of single-tariEpricing.' For the purposes of this report, the
terms consolidated rates and single-tariff pricing are used interchangeably.

Single-ta1i8` pricing De-emphasizes spatial distinctions 'm costs. One of the best examples
of a single tariff across an expansive and multicentric "service territory" is the single rate
used in the United States for first-class postage. Indeed, consolidated rates sometimes are
called "postage-stamp" rates. Conventional wisdom holds that uniform postal rates
historically facilitatedthe extension of service to meal areas and that Huey continue to serve
the national interest, provide equity and accessibility, and lower transaction costs.2

ExaMples of uniform pricing also can be found in the other public utility sectors. Long-
distance, cellular-phone, and cable television services typically are priced according to the
single-tariff concept (although the same terminology might not be used). Historically, at
least, energy prices were established for a regional eniiranchised service territory, regardless
of the physical proximity of customers to specific utility facilities The other public utility
sectors generally price across larger regional tem'tories than water utilities,.although
facilities in the other sectors tend to be physically interconnected through transmission and
distribution networks .

I

Use of single-tariff pricing by U.S. water utilities Continues to be debated in regulatory
policy circles, although many states have approved consolidated rates for one or more
jurisdictional utilities and a few states have actively promoted the use of single-tariff
pricing. A very prominent example of single-tarii*f pricing in the water sector comes from
"across the pond." All of Great Britain's privatized regional water and wastewater utilities,

r

l 1 The concept of uniformity is useful, but the term "uniform rates" probably should be reserved for rate
structures that do not vary usage (or volumetric) charges by quantities (or blocks) of water usage.
z For a provocative discussion of body sides of the issue, see Ronald H. Coast, "The Economics of Uniform
Pricing Systems," Manchester SchOol ofEeonomies and Social Studies Vol. 15 (May 1947): 139-56.
J In the context of restructuring and partial deregulation, methods for aggregating customers, allocating
costs, and setting prices are changing dramatically. Spatial considerations might become less important in
some instances, as in the purchase of electricity 5'om a far-away generating facility. But market forces
might also tend to group customers with similar cost profiles and undermine the goals of cost averaging.
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and most of the sma11.erwater companies, impose uniform rates for measured (metered)
service, for both household and nonhousehold customers. A summary of recent British
water tariffs is provided later in this report.

Single-tariiffpricing can be absolute, applicable to all of the systems comprising the water
utility. However, utilities also sometimes establish rates for regional zones consisting of
subsets of water systems within the larger service territory. Rate consolidation sometimes
is used for water systems that are contiguous but not interconnected, as well as
noncontiguous no interconnected systems, based on various criteria. Partial rate
consolidation can be a compromise between individual iced tariffs and complete single-tariff
pricing, or part of a phase-in plan leading Ultimately to a single tarim for the entire utility
and all of its service territories. Figures l through 4 provide simple illustrations of the
basic issues involved in rate consolidation for water utilities. A glosSary of terns appears
in Appendix A of this report.

4

Figure 1; Water Systems without Physical Interconnection.

I
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Figure 2. Water Systems with Physical Interconnection
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Figure 3. Water Systems with Stand-Alone Pricing

Figure 4. Water Systems with Consolidated Pricing
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\
Key Advantages andDisadvantages

1

l The primary advantages of single-tariff pricing are that it can lower administrative and
regulatory costs, enhance Financial capacity and capital deployment, achieve rate and
revenue stability, and improve service affordability for customers of very small (or
extremely small) water systems. The water industry's rising investment needs correlate
with the interest in rate consolidation. A leading argument for single-tarii pricing made by
multi-system water utilities is that each individual system eventually will require an infusion
of capital for renovations and improvements, only the timing varies. Equalizing rates
smoothes the effect of discrete cost spikes across systems and over time, much like
insurance pooling. Single-tariff pricing also achieves equity to the extent that all customers
of a given utility company pay the same price for comparable Service.

Importantly, single-tariff pacing is a pricing strategy, not a costing strategy. Single-tariff
pricing can appear to lower costs when in reality it simply allocates costs differently. In
fact, one of the chiefbenetits of single-tariffpricing is that it greatly simplifies the
allocation ofcommoncosts across separate facilities. Many water utilities believe that
single-tariff pricing is more reflective of the consolidated cost ofsewice. By itself; single-
tariff pricing may not provide significant economies of scale because only the costs
associated with the pricing Process itself (including analytical, administrative, and
regulatory costs) can be considered. Economies of scale 'm water production and
management are achievable, irrespective of die rate structure implemented by the utility.
Separating the cost side from the price side is crucial to understanding the true nature of
the single-tariff pricing issue.

|

l

However, single-tariffpricing can lead to economies of scale 'm the water industry through
secondary benefits. The secondary advantages are thatsingle-tarilf pricing Canencourage
industry consolidation, common management of smaller systems, and overall technical,
Rancid, and managerial capacity. If regionalizationeventually includes physical
interconnection along some or all systemns managed by autility, more significant .
economies of scale can be realized. Larger utilities view consolidated rates as an incentive
to engage 'm acquisitions because it can expedite the process and simplify ratemaking. The
single-tariff price also can provide a powerful incentive for small corhmunities as they
contemplate selling their systems to larger utilities.

I
IIII
1

E
i
l

Other secondary advantages of consolidated rates include improved regulatory compliance
by water utilities, the provision of universal service to customers who desire and need
water service, and coor aWdwater resource protection, management, and planning.
Even without physical interconnection, regional utilities can play a role in defining regional
communities within which environmental services are provided. A consolidated rate for a
larger community of customers will be more sustainable over time than stand-alone rates
for smaller communities.

i

i

I

Consolidated rates also can improve the overall operational efficiency of a utility. Absent
single-tariffpricing, the utility might be induced to invest in the system facing the highest

I
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rates, even if this is a suboptimal choice from the standpoint of total system operations and
economic value to the customer base as a whole. In other words, the utility might feel
pressure to lower prices instead of lowering total system costs. With single-tariifpricing,
utilities are induced to invest their available resources in the functional areas where the
greatest improvement can be achieved at the lowest cost, to the benefit of all customers.

The primary disadvantages of single-tariffpricing are that it appears to undermine .
economic efficiency, distort price signals to customers, and manifest an inconsistency with
traditional cost-of-service principles.' Although subsidies through some societal policy
instruments (namely, taxes) are widely accepted, subsidies through uUlity rates generally
are not.5 Another potentially important equity concern is whether consolidated rates result
in subsidies 'from the low-income customers in the low-cost area to higher-income
Customers in a high-cost area. This effect is mitigated to the extent dirt water use by Iow-
income customers tends to be relatively low. Various aspects of the rate design also can
lessen this type of subsidy.

Some communities and large-Volume water usershave opposed single-tariH` pricing
because they believe it is merely a means of subsidizing high-cost users at die expense of
low-cost users. For this reason, single-tariff pricing also seems to beat odds with water
conservator on, in that it appears to weaken price signals and thus undermine efficient
production and consumption. Irate consolidation involves a price decrease for some
customers, one concern is that water consumption could increase.'

§
:

I

Secondary disadvantages are that-absent other incentives or safeguards-single-taNff
pricing can prowlde some water utilities wide incentives to overinvest in individual systems,
.disincentives for cost control, and a competitive advantage in the course of acquisitions.
The latter concern applies only if one potential acquirer can ogler consolidated rates and
another C31'JIlot.7

I
l
II

These concerns are fundamental to utility economics, pricing, and regulation. However,
any differences between single-tariE Pricing and spatial pricing in terms of efficiency and
other effects have not been well established from either a theoretical or empirical
standpoint. Evaluating the net efficiency effects is especially di88cu1t. Single4taritT pricing
might lessen some kinds of efficiency (such as those related to spatial allocation of costs
and price signals to customers), while improving other lands of efficiency (such as those
related to management and innovation). Of particular importance, but hardest to gauge, is
whether single-tariff pricing and related restructuring can lead to long-run efficiency

9

I

4 SteveH. Hawke, "On Water Tariff Equalization Policies," Water Engineering and Management 128
(August 198 l): 33-34.
s The appropriateness of rate differentiation continues to be debated today in the context of both regulation
and deregulation of public utility industries. The potential movement away from cost averaging for some
services will affect customers, as well as the utilities that serve them.
s The price elasticity literature, however, is clear about the usage effects of price increases than the usage
effects of price decreases.
1 In realty, competition for acquisitions is less a Problem in theater industry than finding a single capable
and willing buyer.
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improvements in the water industry. Single-tariif pricing also has been underevaluated in
terms of ratemaking criteria other than economic efficiency.

Single-Tariff Pricing as a Policy Issue
I

Single-tariff pricing is a public policy issue because it involves tradeoffs among competing
policy objectives. Traditional cost-of-service principles and economic efficiency
arguments, adhered to in the U.S. model of economic regulation as applied by the states to
public utility monopolies, can lead to die conclusion that spatially-differentiated (or
allocated) costs should be used as the basis for pricing utility services. Single-tariff pricing
as a matter of public policy in this context requires an explicit recognition of the tradeoffs
involved.

Specifically, single-tariff pricing involves a tradeoHlbetween conventional ideas about cost-
based rates, economic efficiency, and other legitimate ratemaldng goals. These other goals
include, for example, small-system capacity, rate and revenue stability, universal service,
and compliance with environmental standards. A line-tuned price signal that appears to be
economically efficient, for example, Can result in considerably less rate and revenue
stability. Likewise, a conservation-oriented rate may not be affordable to customers.
Evaluating ratetrnaldng trade-offs can be complex. The decisionmaking process can be
greedy enhanced by information and analysis, and decisions can be made more rational, but
a certain degree ofjudgment ultimately is required in determining whether a particular
option is in the public interest.

i

.

The short-term goals of single-tariff pricing tend to focus on enhancing the financial
capacity of water systems and malting rates more affordable for water customers. The
long-term goals, however, are related to structural change in die water industry.
Specifically, single-tariif pricing is regarded as a means to consolidating the management
and operation of water systems, or "regionalization," to achieve multiple policy goals.

E

I
I

l

r
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The Regulatory Context

EI

Single-tariffpricing has received more attention in the context of economic regulation by
the state public utility commissions tliaun in context ofpublic owneurSliip (where regulation is
limited or nonexistent). A compilation of citations to selected commission orders on the
issue can be found in Appender B of this report. As discussed later in this report, the issue
is not equally relevant in every jurisdiction. Not all states regulate water utilities, and for .
thosethat have jurisdiction, multi-system water utilities may not be present Single-tariff
pricing also has not been raised as an issue for every multi-system water utility

Single-tariff pricing was placed on the regulatory policy agenda by the investor-owned
water industry. Some water indush'y officials have made a strong case for single-tariff
pricing before regulators. Several of the regional affiliates of the American Water Works

i
I
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I
II Companyhave taken the lead in advocating this method of pricing before the state public

utility commissions, including the commissions in Illinois, Indiana, New Jersey, and
Pennsylvania. However, other multi-system utilities (not affiliated with American Water
Works), commission staff members, and other stakeholders also have raised the potential
use of single-tariff pricing.

:
!

I
|a|

.

Themany proceedings (and sequences Of proceedings within certain jurisdictions) in which
the issue of single-tariE pricing has been raised is suggestive of the case~by-casemanner by
which single-tariffpricing policy has largely developed. This is due in part to the nature of
comrnissiondecisionmaking: regulators must rule on the record of evidence put before
them in a given proceeding and eachindividual utility generally must make its own case for
implementation. Horwever, some commissions have explicitly encouraged the movement
toward single-tariiipricing and a few have incorporated this approach into general policies
and specific policies dealing with acquisitions of smaller systems.

Opponents have argued forcefully before the commissions that single-tariff pricing
contradicts fundainnental regulatory principles and conventions, as well as undermines the
commission oversight responsibility :

Tariff consolidation, sometimes called Single Tariff Pricing (STP), breaks the
connection between costs and rates. It is a fundamental tenet of utility rateNnaldng
policy that the cost causer should also be the cost payer. STP runs counter to this
principle. Under and STP scheme, customers who receive no service from the core
system would receive a considerable subsidy. Likewise, customers who donut
impose a load on the [encore systems] would be forced to pay a portion of the
cost of providing that service indefinitely. A customer located in the core system .
would beencouraged to conserve water to an excessive degree. Conversely, a
[encore customer] would bear a smaller economic penalty for using more water
than necessary.

l

i
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It is also important to note that once a regime of subsidies has been initiated, it is
very difficult to discontinue this practice due to Customer impact considerations,
eveN if it has been found to create undesirable consequences. Subsidies are
understandably popular among those who receive them, and it is equally
understandable that they will resist their being terminated. Conversely, subsidies
are understandably unpopular among those who pay them..._

If rates were to be consolidated, there would be no reason to maintain separate
books and records for each of the [systems]...8 However, this loss of operating and
financial data would destroy the ability to evaluate the effectiveness and efficiency
Of the Company's operation of the [systems]. As a result, the [public utility

z This point seems somewhat overstated. Most consolidated utilities maintain detailed cost and other data
on their operating units for planning and management purposes. Under single~tarifl` pricing, the need for
an acceptable method to allocate common costs across distinct systems for ratemaldng purposes is lessened
or eliminated.
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i

I

commission] would lose its ability to exercise regulatory oversight and control as it
pertains to these systems?

I
I

Most of the commissions historically shared this predilection for "cost-based" rates. In
numerous recent decisions involving a variety of utilities aNd issues, however, many of the
statepublic utility commissions have found dirt single-tariff pricing is in the public interest
and that it comports with prevailing standards concerning just, reasonable, and
nondiscriminatory rates. Some commissions have found that single-tariff pricing is not
inconsistent with cost-of-service principles or with commission ratemaldng authority.

A variety of specific rationales (or combinations thereof) have been put fords by some of .
the commissions to justify approval of single-tariff pricing: it addresses pragmatic concerns
affecting utilities and customers (namely, revenue stability and mitigation of rate shock), it
is consistent with consolidated management, operations, financing, and corporate ,
structures, it reduces regulatory caseload and costs, and it results in comparable prices for
comparable services produced from comparable facilities. Many investor-owned utilities
have strongly urged regulators to recognize that these companies Provide all of their
customers the same brand-name product (a safe and reliable supply of potable water) and
that single-tariff pricing will also make the product more affordable. Essentially, single-
tariffpricing makes it possible for all customers to share in the total economies of scale and
scope achieved by the utility corporation.

i
I
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Asserting regulatory authority to approve single-tariff pricing in some jurisdictions has not
been an easy task. The issue often arises in the context of other complex regulatory issues
related to water utility rates, management, operations, and acquisition practices.
Regulatory rulings must be within the scope of commission authority and the boundaries
set by state legislatures and the courts, if not, commission decisions can be legally
challenged Nevertheless, as explored later in this report, the state public utility
commissions have approved the use of single-tariif pricing for many multi-system water
utilities. Several specific regulatory determinations involving Single-taNff pricing are
reviewed later in this report.

1

I

I

I

1

I

I

9 Ernest Harwig, Direct Testimony before the New Hampshire Public Utilities Commission in DR 97-058,
Penni chuck Water Works, Inc. (1997).

8

I

I

I

I

i

1



I

|

|

USEPA - NARUC ConsolidatedWater Rates
I

_ Background

I

I

With few exceptions, the literature on public utility economics and ratemaiking-including
raternaldnng for the .water industry sheds little direct light on the issue of single~t8ri8`
pricing. The leading scholarly work inUtility economics mainly considers the ecornomnic
characteristics of telecommunications and energy industries, where private ownership
prevails,regiotnalization is pervasive, physical interconnection is the norm, and costs Of
transmission are low.'°  The leading manuals on water utility ratemaldng published by the..
American Water Works Association convey little (if any) information about the single-taritf
pricing method, a fact that probably undermines the method's instihltionel acceptance." A
cursory review of other promising bodies of literature, such as economic-geography, does
not readily yield information on this apparently understudied issue.

The limited discussion of the spatial dimension of utility xatemaking appears mainly
the literature on legal doctrine and in the consideration of zonal pricing.

The Munieipd4Unit Doétrin e

;
i!

In the adolescent years of the public utility industries, legal scholars debated whether costs
of providing service should be allocated spatially. Specifically, the debate centered on the
cost differences associated with providing service to urban and rural areas, the latter of
which can be more expensive to serve because of the cost of service-line extensions and
lack of economies of scale (for example, numerous users at the end of the line). The
known result .of strictly cost-based pricing would have been to discourage the extension of
"modem" services to rural areas. Based on the essential nature ofutility services, the
consequence would have been marked differences in the quality of life between urban and
rural dwellers, as well as underdevelopment of rural communities.

z
.|
I
g
.1

A series of legal precedents seemed to establish municipalities as ratemaldng units for
utilities serving multiple cities. The "municipal-unit doctrine" refers to the treatment of.a
mlmicipality as a distinct service territory and unit for costallocatioii and ratemgulding .
purposes (that is, "city-based" rates). In a 1934 review, however, Robert D. Annstiong
passionately rejected the "municipal-unit doctrine," primarily on economic-development
grounds:

i
i
i
1

System utilities have made service available to the entire public, both urban and
meal, within large areas. This development serves a sound social policy. Any
regulatory policy or rule of law which would curtail it or rob it of its just reward
would be unfortunate and unwise. If each locality were required to stand upon

I to See Charles F. Phillips, Jr., The Regulation of Public Utilities (Arlington, VA: Public Utilities Reports,
Inc., 1993).
11American Water Works Association, Water Rates (MI), Water Rates and Related Charges (M26), and
Alternative Rates (M34) (Denver, CO: American Water Works AssociatiOn,1983, 1983, and 1992,
respectively). -
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its own bottom, so to speak, rural and village extension and development would
be discouraged, and in many cases existing service abandoned.

I
i
:

i

This would hurt the larger communities as well as the rural localities..It would
tend to eliminate die rural and village patrons, who now contribute something
to system overhead and return, and thus lessen its burden upon city aha town
patrons. It would reverse the process by which large scale production and
distribution have been made possible, with more dependable service and lower
rates for all. It might ultimately require higher rates within the larger
municipalities in order to produce a reasonable unit return.

I Moreover, anything that would discourage the development and prosperity of
the tributary niraland village territory would react unfavorably on its economic
center and business capital."

Armstrong also cites addresses by Governor (and President-to-be) Franldin D. Roosevelt in
1929 and Harvard Professor Philip Cabot in 1932, both of whom advocated "greater
uniformity in public utility rates despite differences in cost on broad grounds of public
policy."" At the 1929 State Fair, Roosevelt "attacked the inequality and lack of
standardization" of utility rates and declared the situation "manifestly unfair":

Now, I am sorry to say that the principle of reasonably equal service at reasonably
equal cost to all the people of the State has not been carried out with regard to the
two latest forms of public sen/ice--the telephoneand electricity. For some reason
(the history of which it is unnecessary to go into) the original telephone companies
were allowed to charge. different kinds of rates, and now, when practically all
telephones are controlled by the greatest of all American mergers, we do not insist
on either uniform service or uniform rate...

E
I

l

I
!

The other example, and one which is even more glaring in its unfairness, is that of
the use of electricity in the homes. The railroad principle of fairly uniform rates has
been thrown to the winds even by the public regulating body known as the Public
Service Commission. Is it [now] time to stop and ask the question: "Why does
electricity in the home, die electric lights electric refrigerator, electric sewing
machine, the home machinery, cost as high as from 15 to 20 cents per kilowatt hour
in some localities and as low as 'from 4 to 6 cents per ldlowatt hour in other
localities." Why should families in One section be so grossly penalized over families
in anodier section?

in Robert D. Armstrong, "The Municipality as a Unit in Ratemaldng and Confiscation Cases, Michigan
Law Review 32 No. 3 (January 1934), footnotes omitted. Armstrong served as ahearing examiner with
the Indiana Commission and thereafter with the Interstate Commerce Commission.
is Armstrong (1934), 292n.

I
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i

This difference 'm charges is true not merely in its application to regions as large as
counties, but is true in respect to towns adjoining each other and houses separated
only by a mile or two. This is perhaps one reason why even today nearly two-thirds
of all the farm houses in the State of New York have no electricity. I am
wondering weedier it is not time for the people of this State to ask for the
application of a more uniform rate and a more uniform system Of charging for
installation."

Utility regulators have a considerable degree of discretion in ratemaldng, but their authority
is derived from state legislahires and checked routinely by the courts. In 1933, for
example, the Supreme Court upheld a decision by the Indiana commission to treat
municipalities as separate raternaldng units pursuant to state law. In response, however,
the legislature expressly authorized the commission to prescribe uniform rates on a regional
basis. This section continues to hold a place in the Indiana Code:

Every public Utility is required to furnish reasonably adequate service and facilities.
The charge made by any public utility for aNy service rendered or tobe rendered
either directly or in connection therewithshall be reasonable andjust, and every
unjust Or unreasonable charge for such servicers prohibited and declared unlawMl.
The commission, in order to expedite the determination of rate questions, or to
avoid unnecessary and unreasonable expense, or to avoid discrimination in rates
between classes of customers, or, whenever in the judgment of the commission
public interest so requires, may, for ratemalcing and accounting purposes, or either
of them, consider a single municipality and/or two (2) or more municipalities and/or
the adjacent and/or intervening meal territory as a regional unit where the Same
utility serves such region, and may within such region prescribe uniform rates for
consumers or patrons of the same class.. _is

I

The policy theory deployed to reject the municipal-unit doctrine accepts a fairly sizable
subsidy of rural services in the interest of achieving societal policy goals. Historically, and
for public policy reasons, rural utility services also were subsidized through governmental
grant and loan programs. In the public sector, local governmental subsidies related to
water and wastewater services are relatively common."

Following the apparent demise of the mUnicipal-unit doctrine, most investor-owned
telecommunications and energy services seemed to price dieir products on a service-
terdtory basis. Today, this issue has been eclipsed by the trend toward competitive pricing.
Price theory suggests that competitive firms will offer the same price, based on marginal
cost, at all locations. Unregulated monopolists will maximize profits by engaging in price
discrimination among markets. According tO B. Peter Pashigian, the het

\4 Ibid.

ms Indiana Code §8_1-24 Sec. 4.
is Another violation of efficiency occurs when subsidies flow]5~om the water system to the municipal
budget.
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Figure 5. Illustration of Pricing Practices by Firms

Source: Adapted from B. Peter Pashigian, Price Theory and Applications
(New York: McGraw Hill, 1994), 467.

\

1

prieewillbe Iowa'inWedistantnnarketunde1r geogzlphic price discrinninadonbecause &e
p¢i¢=-4:is¢¢inna1mun~g unumopolist absorbs the mm wees associated with distant ma."

Ofcomse, economic regulation texas to reverse this finding, resulting inhigher prices to

higher cost areas (namely, distzlm or mural markets). Pricing theory suggests, however, that
consolidatedrates may be consistent with the behavior of competitive fins. The
generalizeddispaucityinpricingamomg ditlbrenttypesofi1nnsisi11usuatedinFig1ne 5.

I
I

iI
I

Competition places a greater emphasis on overall efficiency as a determinant of price levels,
rather than on allocating costs according to space or Other criteria used in monopoly
ratemaldng. Competitive pricing also shills some attention away Hom the cost of service
toward the value of service.. Pricing flexibility can help firms respond to competitive
forces, focus on service, and improve overall efficiency. When left to their discretion,
many multisystem utilities Will opt for the competitive advantage of a consolidated rate.
Absent competition, however, the rate will not achieve efficiency.

17 B. Peter Pashigian, Price Theory and Applications (New York: McGraw Hill, 1994), 467.
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Spatial Pricing

1

I

Analysts seem to agree that utility costs vary spatially; that is, the cost of sewingone area
generally is not matched by the cost of sewing another area. For water utilities, differences
in elevation, climate, physical terrain, the age of the inNastructure, die density of the
service population, and a host of other factors will tend to affect costs even for service
territories that otherwise appear similar. Differences in the proximity to water sources, the
type of source (surface water versus groundwater), the quality of source water, and
implemented treatment methods will tend to produce substantial cost differences.

Assumptions about efficiency and Concerns about equityin cost allocation also can lead to
bond pricing, by which utilities vary prices according to spatial variations in costs among
customer groups that are grouped into zones, districts, or service areas. Zonal pricing
recognizes. that the location of consumers within a larger service area can affect the cost of
providing service." .

Withzonal pricing, rates are diEerentiated according to substantial differences in die cost
of serving different areas. Zones generally are defined in spatial terms and represent
geographic clusters of customers WM siMilm cost characteristics. Differences in costs
among zones may be attributed to differences in distribution system costs, which may be
due to differences in the physical plant serving the zones (including age). A more
frequently cited reason for spatially differentiated pricing, however, is the variation in
pumping costs caused by differences in the proximity to facilities, density of the service
population, and particularly elevation, For practical purposes, and as used in this report,
zonal pricing is essentially the same as spatially differentiated pricing.

I
I

i
r
E
:

I

I
I

:
i

The zonal price can reflect not only the proximity of groups to source and treatment
facilities, and differences in terrain, but also the different peaking characteristics that
service areas might present. Economist Robert Greene describes a situation in which three
zones present alternative distance and pealing characteristics that Can be used to guide the
efficient allocation of capacity costs for each zone." In this case, customers assume a
greater cost burden when they are firrther Boy the treatment plant and when they
contribute to the peak period of Water Usage. Greene's example of the cost allocation
based on bond differences appears in Table l. The cost allocation reflects the factthat
users impose different capacity costs on water systems based on their location, well as their
contribution to the system's peak loads.

i
I

According to Greene:

\

is Janice A. Beecher, Patrick C. Mann, and John D. Stanford, Meeting Water Utility Revenue
Requirements: Financing and Ratemaking Alternatives (Columbus, OH: The National Regulatory Research
Institute, 1993).
19Robert Lee Greene, Welfare Economics and Peak Load Pricing (Gainesville, FL: University of Florida

Press, 1970).
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Zone

Distance from the
Treatment Plant

Peak Period
of Usage

Efficient Allocation of the Zone's Capacity
Costs

Zone A 1 mile Period I All users 'm Zones A, B, and C

Zone B 1-2 miles Period II A11 Period IIusers in Zones B and C

Zone C 2-3 miles Period I Period I users in Zone C

I
I
I USEPA - NARUC Consolidated Water Rates

I
E
i
I
i
I
a

Table 1 f
Cost Allocation Under Zonal Pricing

I
I

Source: Adapted from Robert Lee Greene, Welfare Economies and Peak Load Pricing (Gainesville, FL:
University of Florida Press, 1970), 60.

The importance of zone pricing rests not only in the proper allocation of
resources in water used There is considerable significance with respect to land
use and other objectives. In a discussion of improper pricing policies tied to .
marginal rents and the constraints irnposedby these rents.. . A zone pricing
solution can be used for rate differentials in both seasonal and daily peak load
problems... Zone pricing can also be used to adjust rates in accordance with
cost differentials arising from such factors as geographical characteristics and
population density.. _to

1

i

The key issue in implementing zonal rates is one of cost jusdiication. If substantial cost
differences exist within a service area, then zonal rates may be an appropriate form of rate
unbundling that ostensibly attains more efficient water rates. I

I
I

The efficiency gain assumes that the zonal rate is cost-based and that the transaction costs
associated with unbundling are justified by the efficiency gains. Zonal rates that are .
arbitrary (for example, rates that bear no relationship to cost variations or rates that are
based solely on geopolitical boundaries) will introduce ineiiici H-cies. The expense of
developingzonal cost data probably has limited the applicationof zonal pricing. A
prerequisite to efficient zonal pricing is the capability to accurately calculate the cost
differences associated with providing service to different zones a utility's service
temltory.

t
I

I
I

1

I

i
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Economic and engineering arguments against zonal pricing can be nriade." Capital-
intensive utility systems should be designed.foroptimal performance fall utility fictions
(supply, treatment, distribution, and.so on) within a service tenitoly. Spatial differentiation
within the gem-vice territory might subvert this general optimum. In other words, the utility

q

I

i
I

I

zn Ibid., 61-62.
21 Beecher, et al. (1993).
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does not deploy resources 'm the most economically beneficial manner. Another potential
disadvantage of zonal pricing is dirt it can accentuate the problem of localizedcost and
rate shock associated with infrastructure replacements. By broadening the customer base,
a uniform or average rate will cushion the shock and temper its adverse effects (such as
revenue instability).

Zonal rates also raiseconcems about equity and perceptions of equity. Obviously, zonal
rates usually will be met with considerable resistance from the groups of consumers asked
to pay higher water rates. In some contexts, zonal pricing might constitute an undesirable
forth of price discrimination.

Zonal pricing is used by the water industry to some degree, although not necessarily by that
name. Wholesale water rates might qualify as an example because they typically reflect
spatial differences in costs. Utilities that set different retail prices for districts served
include the California-American Water Company and the Los Angeles Suburban Water
Company." A more common font of zonal pricing used by publicly owned utilities is the
rate differentiation for service inside and outside municipal boundaries. Fairfield, California
provides an example of spatially differentiated pricing, both within the city and between
residents and nonresidents (see Table 2). As a generalization, municipal utilities are more
likely to use inside-city/outside-city pricing and investor-owned utilities are more likely to
seek approval for rate uniformity across service territodes.

I

I
1

Table 2
Example of Municipal Zonal Rates for Residential Water Customers

I.
IResidential W ater Ch ages

Service charge
Water-use charge

Zone 3 (200 feet and over)
Zone 5 (400 feet and over)

Rate
$0.50 per day

$1.35 per 100 cubic feet
$1.67 per 100 cubic feet
$2.00 per 100 cubic feet

I

Pneumatic Pump Zones
Zones 1 and 2
Zones 3 and 4

Zone 5

!
I
t

\

.

II

$1.57 per 100 cubic feet
$1.89 per 100 cubic feet
$2.22 per 100 cubic feet

i
I
I
I

Outside City Charge
Service charge $0.75 per day

Water-use l:ha1'ge $2.02 per 100 cubic feet
Source: City of FaLir'Fle1d California Utility Rates, as of January 1, 1999, 100 cubic feet = 748 gallons.
(http J/ -e-v.coWfai&eld/govemmenVpublic_works/rates.htm).

zz Raiielis Environmental Consulting Group, 1996 Water and Wastewater Rate Survey (Charlotte, NC:
Raftelis Environmental Consulting Group, 1996).
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For a variety of reasons, zonal pricing does not appear to be the prevailing model for retail
water pricing. Importantly, costs can vary within physically interconnected service
territories by magnitudes as great as they might vary between no interconnected systems
By and large, many. cost differentials associated with spatial considerations are essentially
disregarded in the rateinaking process for public utility systems.

Spatial Pricing and the Telephone Industry

The rejection of zonal pricing in the debate over statewide telephone rates seems to come
closest to providing a rationale for single-tariff pricing by multi-system water utilities.
According to Charles Phillips: _

While each exchange is a distinct unit for rate-quoting purposes, the former Bell
System companies have generally established rates on a statewide basis.
Essentially, the statewide basis provides that the total costs of furnishing telephone
service and the resulting revenue requirements are considered for the state as a unit.
This practice recognizes that telephonesetvice, both exchange and intrastate toll,
tiinnished by a given company through a state, is, in reality, an integrated whole, all
portions of which are interdependent. The objective is to apply throughout the
state a well-balanced and coordinated pattern of rate treatment, providing rates that
are uniform under substantially like conditions and producing, in the aggregate,
reasonable earnings on the company's total telephone operations within the state.

F
I
I
I
I

I
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I
I
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The statewide basis has five important advantages over consideration of individual
exchanges. First, the statewide basis pennies more people to have better service at
a reasonable price. Some small areas, if forced to pay their own way, might have
no service at all. Needed plant replacements or additions might be postponed if
local customers had to cover their till] costs, resulting 'm deterioration of local
service within the exchange and of toll service to and from if. Second, on the
statewide basis, customers pay like charges for like amounts of service. If each
exchange had to stand on its own feet, customers' charges would vary with physical
characteristics of the exchange areas, age of plant, Of equipment and other
factors affecting costs, but not necessarily affecting the service rendered. The
statewide basis averages out such factors.

l
I

1

§1|.
I
I
|

Third, customers seem better satisfied with statewide rates, since die application of
uniform schedules avoids any questions of discrimination or unfair advantage to
pressure groups 'm individual exchanges. Fourth, the statewide basis tends to
stabilize rate levels by providing a broad rate basis. Risks are shared so that a
community suffering from flood, storm or other natural disaster or Hom some local
economic difficulty (e.g., the removal of a major industry) need not pay higher
telephone rates such as would be required if telephone operations in that exchange
had to meet these conditions single-handedly. Finally, the statewide basis is more
workable and makes the regulatory process less cumbersome and expensive to both

i

r
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the public and the company involved. It avoids multiplicity of rate cases for each
individual exchange. It simplifies handling of questions and complaints by the
regulatory commissions and administration by the companies.

At the same time, it should be pointed out that the statewide basis results in some
subscribers subsidizing other subscribers. Because exchange telephone service is
more valuable to customers in the larger service areas, they are willing to pay more
for their service. Since their average cash incomes are greater, they are able to pay
more. Lower rates in the small towns and rural areas, where average money
incomes are relatively low, encourage telephone use and development in these
places. Once again, this is an example of how rate discrimination has been Used to
achieve a socially desirable objective, in this case the widespread development of
telephone usage through the. country." .

Phillips also discusses how "nationwide averaging has been used in establishing interstate
toll rates, under which toll rates are the same for equal distances throughout the continental
United States, despite differences in the costs involved"24 A nationwide rate, he
acknowledges, has "all of the advantages of statewide rates, but it results in intema]
subsidization" and raises a variety of competitive issues as well.

Counterpoint

In a direct and provocative treatment of the "uniform pricing" issue, economist RoNald
Copse acknowledged that the key arguments favoring uniformity are founded on the view
that certain services (namely, utility services) are considered .essential and that the
undertaking aS a whole can be "self-supporting."25 However, Coast notes the intellectual
disagreement among early postmasters (also economists) over whether postage stamp rates
actually served the interests of rural comznunities; I

i
I
:
1

;

I

I
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Absent a governmental subsidy, according to Coase, a uniform price actually might causes
provider to avoidor delay extending service to high-cost areas, even zfthe customers in
high-cost areas are willing to cover the additional costs through rates (or surcharges).
Adding high-cost customers to the mix increases the average cost of production and
decreases the economic well-being of the utility. The magnitude of this effect depends on
the relative mix of high-cost and low-cost service. Coast makes, and then relaxes, a
number of assumptions that may or may not be valid but he does not consider the role of
economic regulatiOn. In practice, a forward-looldng ratesetting process that accounts for
teetotal cost of service throughout the consolidated service territory neutralizes the
disincentive Copse identifies. Indeed, the primary and practical purpose of rate .
consolidationhad been to extend service whilemaintaining the utility's financial health. \

1

I

23 Phillips (1993), 517-518.
z4 Phillips (1993), 522.
Zs Cease, "The Economics of Uniform Pricing Systems."
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Spatial Pricing and Ratemaking Theory

Theoretical Issues

Z

I

The defining engineering, economic, structural, and institutional characteristics of the water
industry generally are not contemplated in the literature establishing the basic principles of
utility ratemaldng. The central issue of whether physical interconnection should be
required for single-tariif pricing by multi-system water utilities is not well addressed.
Because other utility infrastructures--electricity, electricity, natural gas,
telecommunications-have a high degree of interconnection through transmission grids, the
acceptability of cost averaging for nOn-interconnected systems is a theoretical problem
unique to the water and wastewater industries. Although energy and telecommunications
providers experience spatial diHlerences in cost, these differences are generally not reflected
in prices.

In the prevailing theories used in ratemaldng and regulation, die concepts of "due" (or just
and reasonable) and "undue" (or unjust and unreasonable) price discrimination are
contemplated. with regard to customers classes but not with regard to spatially defined
systems. Separate prices for separate systems owned by a common entity reflect
assumptions about the implications of the cost allocation for efficiency. It can be argued
that water costs are allocated (and prices are charged) on a spatial basis primarily because
they can be, rather than that they should be for unequivocal theoretical or empirical
reasons. In other words, the costs of providing utility service can be approzdmated for
individual operations (with corporate common costs allocated among them), but the
benefits and desirability of doing so are contingent oN other considerations.

A logical (if not well documented) arguzunent can be made that spatial pricing comports
with cost-of-service principles and enhances allocative efficiency: customers of systems
with higher costs pay higher rates and customers of systems with lower costs Pay lower
rates. The degree of subsidy or inefficiency introduced with single-taxiffpricing, and
whether carnot it is acceptable, depends in part on the deferential in costs among systems;
A small with a mihirNad rate impact willbe less contrdversial thallh a large
differential with a substantial rate impact Little guidanceis available on to what extent of
cost averaging through single-tariffpricing would constitute an inappropriate level of
subsidy, undue price discrimination, or more generally an abuse of monopoly power.

1
I

!

However, with or without Single-tariff pricing, utility rates can be more or less efficient
depending on other features of the rate (such as the mix of fixed and variable charges, the
number of rate blocks, rate-block differentials, and seasonal differentials). These features
can promote efficient water use and can do so when used in conjunction with single-tariff
pricing. Moreover, and perhaps more importantly, the cost of service is not the only
guiding principle and efliciency is not the only goal of public utility raternaking and
policymaking, as discussed later in this report.

9I
i
I1

3

18



I
1
I

I USEPA - NARUC Consolidated Water Rates

EE
I

;
1
i
I

In reality, virtually all methods of utility rate design require a considerable degree of cost
averaging. The obvious example is in the establishment of rates by customer classes (for
example, residential, commercial, industrial, and wholesale). But many utility costs are
associated with common operational and management fimcdons. Common costs are
allocated to customer groups according to one of several available methodologies. For
multi-system utilities that do not use single-tariff pricing, common costs must be allocated
spatially as well. Allocating common costs requires the analyst to make assumptions about
underlying cost drivers and establish yet another layer of averaging. The entire processor
cost allocation and rate design is as much art as it is science, and has at least as much to do
wide equity as it does efficiency.

In many jurisdictions, the status quo presents a challenge for utilities. Based on the
prevailing theoretical assumptions, the burden of proof hasrested on water utilities
to justify the use of single-tariff pricing. In other words, the prevailing assumption is
that deviations from spatial allocation of costs (such as the movement towed
consolidated rates) must be justified. An alternative approach would be to begin
with a single tariff and specify the circumstances under which spatial allocation of
costs is justified because of concerns about efficiency, equity, subsidies, undue.
discrimination, or other raterhaldng or policy concerns. This might shift attention to
the use of extra-tariff instruments, such as surcharges, to make price adjustments
needed to encourage efficienCy and accomplish other purposes.

I

Evaluation Issues

The appropriateness of reflecting spatialdifferences in cost in pricescan be .
evaluated according to traditional and modernratemalcinngcriteria. The general
criteria for many public policies, and for utility ratemakiing, often emphasize
connlpeting goals. Althoughit always seems desirable to achieve publicpolicy goals
efficiently, eliicieancyitself is not the only goal of policynualrirng:

Of course, efficiency is not the only societal value. Human dignity, economic
opportunity, and political participation axe values that deserve consideration
along with efficiency. On occasion, public decision makers or ourselves, as
members of society, may wish to give up some economic efficiency to
protect human life, make the final distribution of goods more equitable, or
promote fairness in the distribution process. As analysts we have a
responsibility to conions these multiple values and the potential conflicts
among thern.26

The emphasis on, concept of, and assumptions about efficiency shape views about
what is just, fair, or equitable. Political philosophers offer alternative perspectives.
The Rawlsian theory of justice, which holds that Public policies should be used to

Zs David L Weimer and Aidan R. Vining, Policy Analyszlsv Concepts and Practice (Englewood Cliffs,NJ:
Prentice-Hall, 1989), 31.
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Provide the greatest benefit to society's least advantaged, is perhaps the best
example of a countervailing philosophy."

Ratemaking Criteria

I

i
I
I

I

Ratemaking and rate design are guided by certain fundamental principles that are well
established and well accepted in the regulatory community. These principles provide
guidance, but are not decisive because each involves a degree of subjectivity and some
principle might directly clash with others.

Most ratemaldng analysts rely substantially on James Bonbright's eight criteria for a sound
or desirable rate sll'ucture:

4.
5.

/ 6 .

The related, "practical" attributes of simplicity, understandability, public
acceptability, and feasibility of application
Freedom from controversies as to proper interpretation.
Effectiveness in yielding total revenue requirements under the fair-return
standard.
Revenue stability &om year to year.
Stability of therates themselves, With a minimum of unexpected changes
seriously adverse coexisting customers.
Fairness of the specific rates in the appointment of total costs of service
among the diEerent consumers.
Avoidance of 'undue discrimination" in rate relationships.
Efficiency of the rate classes and rate blocks in discouraging wasteful use of
service while promoting all justified typesand amounts of use:
(a) in the control of the total amounts of service supplied by the company,
(b) in the control of the relative uses of alterative types of service (on-peak
Versus off-peak electricity, Pullman travel versus coach travel, single-party
telephone service versus. service &on a multi-party line, etc."

l

As indicated by check mark (Y), Bonbright considered three criteria--revenue sufficiency,
fairness,andefficiency-to be especially iMportant.*' Despite the passage of time,
Bonbright's criteria remain quintessential. Table 3 presents a qualitative analysis of the
consistency of single-.tariffpricing with Bon'bright's traditional criteria (items 1 though 8).
Five additional policy criteria that are especially relevant to modern water pricing also are
presented (items a through e).

I

I

E
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I

Consolidated rates generally seem to meet the test of Bonbright's first five criteria. If.
practicality depends in part on customer acceptance, then acceptance becomes a

I 27John Rawls, A Theory of justice (Cambnldge, MA: Belknap Press of Harvard University Press, 1971).
za Phillips (1993), 434-435. Based on James C. Bonbright, Principles ofPubl'ie Utility Rates (New York:
Columbia University Press, 1961).
29 Phillips (1993), 434,435.
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determinant. Other aspects of practicality, namely simplicity, Understandability, and
feasibility of application (or irnplernentadon) seem very compatible with dongle-tarif
pricing. The last three criteria are labeled as indeterminate because their compatibility with
rate consolidation depends on other policies or practices, or on the subjective judgment of
the evaluator. While single-tariffpricing is not necessarily consistent with these criteria,
neither is it clearly inconsistent On the issue of fairness, single-tari£tlpricing'rnight be
considered unfair on the basis of subsidization,.but fair on the basis of sharing burdens at a
reasonable cost. On the issue of efficiency, other features ofa tariff also affect the
accuracy of price signals.

The five additional criteria included represent a select group of other potentially relevant
policy goals in relation to single-taufiiif pricing for the water industry. Resource planning is
considered indeterminate because planning incentives and outcoines probably are more
heavily influenced by the structural character of the water industry than by ratedesign..
However, single-taritff pricing seems rather consistent with four other criteria-standards
compliance, customer affordability, industry restructuring, and institutional legitimacy. The
last criterion, institutional legitimacy, is somewhat of a composite indicator. The assertion
of consistency reflects the. generally positive support for single-tariff pricing by the state
public utility commissions and the courts.

l

F

Table 3
Consistency of Single-Tariff Pricing
With Ratemaking Criteria
Criterion

I

Consistency of Single-Tariff Pricing
with Criterion

Bonbright Criteria
1. Practicality
2. Interpretability
3. Revenue recovery
4. Revenue stability
5. Rate stability
6. Fair cost allocation/equity
7. Discrimination avoidance
8. Efficient resource use
Additional Criteria
a Resource planning Indeterminate
b. Standards compliance Generally consistent
c. CUstomer affordability Generally consistent
d. Industry restructuring Generally consistent
e. Institutional legitimacy Generally consistent .
Source: Author's construct. Criteria l through 8 are from James C. Bonbright, Principles ofPublic  Utility
Rates (New York: ColumbiaUniversity Press, 1961).

Generally consistent (if accepted)
Generally consistent
Generally consistent
Generally consistent
Generally consistent
Indetenninate
Indeterminate
Indeterminate
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Directly or indirectly, these criteria figure prominently in the consideration of rate
consolidation. Other analysts surely could raise other relevant considerations. No attempt
is made here to weight the criteria according to perceived importance, this is a task left to
policymakers. In reality, the efficiency criterion is assigned considerable weight in
ratemaldng, as well as in policymaldng in general. In other words, divergence from
efficient solutions (or solutions that are perceived to be efficient) must be well justified.

The Efficiency Criterion
J

Economic theory argues for utility pricing that promotes overall @j'icienc;v for society. An
efficient price signal leads consumers to consume, and Producers to produce, an
appropriate amount of a good or service. Pricesthat are too low can lead to .
overconsumption (and underproduction), prices that are too high can lead to . .
underconsumption (and overproduction). The mismatch of supply and demand, and the
"welfare loss" associated with it, has rippling effects throughout the economy because in
using excessive resources to produce a good, or spending too much for that good, society
foregoes opportunities to use those resources or make those expenditures elsewhere.

i

Economic theory also argues for utility pricing that is equitable 'm terms of allocating costs
to those responsible for those costs." In this conception, equity essentially serves
efficiency goals. Three kinds of equity can be considered. Horizontal equity suggests that
those who impose similar costs should pay the same rate. A related ratemaking principle is
that rates should be "nondiscriminatory." Vertical equity suggests that those who impose
different costs should pay different rates that reflect those cost differences. Ratemaking
allows for "due discrimination" when costs among customer groups vary substantially.
Finally, intergenerational equity considers equity along a temporal dimension, suggesting
that regeneration of customers should not be forced to cover costs imposed by another
generation of customers.

I

I
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Economists long have argued for prices that reflect costs and against subsidies that distort
price signals. Modern pricing theory more specifically calls for pricing based on marginal
costs, that is, prices should reflect the incremental cost of producing an additional ~`
increment ofa good, Prices based on long-term marginal costs will help achieve long-tenn
eiliciency in deploying resources. E&ciency is a fundamental goal but it is not the only
goal of utility pricing. Pricing also must help achieve a delicate balance between the
interests of the utility and the interests of ratepayers, and in doing so satisfy the public
interest standard.

I

l
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so Of course, other theoretical perspectives will argue for different lands of equity, such as social and
political equity.
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Other Criteria

Another vitally innlporianl rateimalcing principle centaurs on the avoidance of "undue" price
discmirnination. An important issue for regulators is whether the level of price discrimination
under either single-tariffpricing or stand-alone pricing is "due or undue," that is, whether
or not it is justified According to Charles Phillips:

I
:I

Price discrimination occurs when a seller establishes for the same product or service
different rates that are not justified entirely by differences in cost, or the same rate
where differences in cost would justify differences in price... [I]t would be
theoretically possible for a firm to charge each customer a different rate.. _at

The often-cited legal standard of "undue discrimination" does not point regulators or the
courts to particular solutions, as articulated by Richard J. Pierce:

Most regulatory statutes forbid "undue discrimination" in the relationship among
the rates charged different customers or classes Of customers. This statutory
standard is almost completely devoid of meaning, however. By using the adjective
"undue," the standard obviously audiorizes some forms of price discrimination, but
it says nothing that would help an agency or a court distinguish between permissible
and impermissible rate differentials.

.
Ii

Much of the case law purport'mg to distinguish between due and undue
discrimination is affirmatively misleading...

[The Supreme] Court's holding in Hope applies with equal force to rate design
decisions. An agency's decision has a "presumption of validity," and anyone
seeldng to overturn it has "the heawbmden of showing that it is inv]id.". The
agency is "not bound to these of any single formulae in determining rates.""

A closely related and equally complex regulatory standard is whether resulting rates are
"just and reasonable." Phillips explains:

[D]iscrirnination is accepted in the rate structures of public utilities, but.. . such
discrimination must be "just and reasonable." Discrimination is both unintentional
and purposeful. It is unintentional in that some discrimination results lorn the
efforts of utilities and commissions to simplify the rate structures by grouping
customers into a limitednumber of classifications. It is purposeful in that
discrimination may be the only way in which service can be provided to some

Customers. Low-density routes may be subsidized by high-density routes (even

31 Phillips (1993), 69-70.
szRichard J. Pierce, Economic Regulation: Cases and Materials (Cincinnati: Anderson Publishing Co.,
1994), 122.
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.under competition), small towns by large cities. Rather Dian preventing
discrimination, regulation merely seeks to control what discrimination takes place."

;

In sum, regulatory agencies have considerable discretionary authority, and have exercised
that authority, to determine whether rates and rate structures are within acceptable
boundaries. Many state public utility commissions have found that rate consolidation by
multi~system water utilities is within these boundaries.

Pricingin Practice

Despite the hallowed status of economic efficiency 'm ratemaldng, pricing in practice often
violates pricing in theory. Many sources of distortion (governmental grants and subsidies,
differences in ownership, ill-defined markets for alternative water uses, and a variety of
past public policies) distort price signals for water. The considerable "noise" in the real
world of assigning monetary values to water undermines the etliciency of the price signal
sent by utilities. Practical applications Of marginal-cost pricing, when used at all, deviate
substantially from the theoretical construct. One key reason is dirt strict adherence to the
marginal-cost model could allow utility monopolies to receive excess revenues and earn
excess profits (in the case of investor-owned utilities).

aAveraging costs to one degree or another is an accepted practice in utility ratemaking. For
example, rate regulators generally do not accept "vintage" rates that distinguish "old"
customers from "new" customers even though old agnew customers impose different

costs on the utility system." Ratemaldng also tends to ignore Me reality that older and
newer parts of a water system will require capital investments at different times and at
different costs, these improvement costs instead are averaged across the entire system and
all of the utility's customers."

»

I
I

In rate design, economic theory often gives way-at least somewhat-to practical and
public policy concerns. An example that has some relevance for the single-tariff pricing
debate is the provision ofbudget-payment plans for customers that equalize payments over
a year, making the utility billfduring the'peak period of use (such as the Winter heating bill
or the summer cooling bill) more affordable. A disadvantage of the budget plan in terms of
economic efficiency is that it undermines the price signal to customers, which may lead
diem to overconsume (and pay a higher arial bill than they otherwise would pay). But
the advantages of convenience and affordability for customers, as well as avoidance of
costly and potentially dangerous disconnections, generally outweigh these theoretical
considerations.

33 Phillips (1993), 70, footnotes omitted.
34 John Guastella, "Single Tariff Pricing and Conservation Rates," a discussion paper prepared for the
Rates and Revenue Committee of the National Association of Water Companies (1994).
35 Guastella (1994).
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The budget-payment plan is an imperfect analogy to single-tariff pricing, however, in that it
is customer-specific and does not involve subsidization from one customer to another.
Subsidization will occur, however, with lifeline rates that provide a minimal block of usage
at a price below the cost of service and lenient disconnection practices. Such policies
introduce equity and fairness considerations beyond diosenarrowly defined by economic
theory.
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Structural Issues in the Water Industry

i

I

The U.S. water industry is complex and diverse. The U.S. Environmental Protection
Agency and the state primacy agencies, count noncommunity and community water
systems. According to the EPA's Community Water System Survey (1997),about 50,289
community water systems operate in the United States. A community water system is a
system serving a population of 25 or more people with at least 15 service connections.

The data confrrn both the large number of water systems in the United States, as well as
the large proportion of smaller systems within that total. Relatively small systems, defined
as systems sewing communities with a population under 3,300 persons, comprise about 85
percent of total systems and provide water to approximately 12 percent of the connections
served by community systems. Conversely, about 15 percent of community water systems
are larger in size and provide water to approximately 88 percent of connections.

Systems v, Utilities

Community water systems, which the EPA inventories, can be distinguished from water
uh'Iities. Water utilities are governmental,nonprofit, or private corporateentities engaged
in providingwater service to one or more service territories. Water utilities can operate
more than one water system. Mu1d~systern Utilities are particularly apparent in the private
segment of the water industry. Many of the larger investor-owned utilities actually
operated several distinct water systems. In some cases, none of die systems operated by
the utility are physically interconnected, in other cases; two or more of the systems may be
connected to common water source, transmission, or treatment facilities.

iI
The state public utility commissions typically count the number of regulated water utilities
but not necessarily water systems. In 1995, the number of comMission-regulated water
utilities was about 8,537 and the number of commission-regulated water systems was
about 11,064." Thus, the commissions regulate approximately 20 percent of all water
systems, although the number and percentage of commission-regulated systems probably is
somewhat underestimated because of the difficulty in counting regulated systems.

i
JI

I

In some states, the number of regulated utilities is equivalent to the number of regulated
systems. However, the distinctionbetween utilities and systems is important in that many
jurisdictional water utilities encompass multiple cormnunity water systems. The presence
of numerous multi-system utilities is, and will continue to be, an important feature of the
U.S. water industry.

9
I

i

i

as Janice A. Beecher, J995 Inventory ofCommz1§sion-Relgulated Waler and Wastewater Utilities.
(Indianapolis, IN: Center for Urban Policy and the Environment, 1995). 8
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Multi-System Water Utilities
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A multi-system water utility is a utility comprised of several distinct water systems.
Physical interconnection among systems can help utilities achieve economies of scale in
production and enhance service reliability. Common management of physically separate
systems, however, also can help systems realize operational, management, and financing
(cost-of-capital) savings. `

Even without physical interconnection, the utility still can achieve economies of scale and
scope through certain operational and administrative functions. Operating multiple
ro interconnected systems within close physical proximity, for example, might allow the
utility to save labor costs by using a circuit rider approach to system operations. A
specialized maintenance team might also be used to address ongoing programs for
maintenance, replacements, and improvements. Shared operations and management also
can enhance the ability of Water Systems to respond to water emergencies. Consolidated
meter reading, billing, and customer relations functions also can produce savings.

At die management level, p1am1'1ng, financing, regulatory relations, and other areas of
decisionrnaldng can be consolidated on a utility-wide basis.. Managers with greater
expertise can be retained at the utility level than at the smaller system level. While
managers with greater expertise will command higher salary and benefit packages, the
investment 'm their expertise can yield savings that individual systems could not otherwise
achieve. Ample anecdotal evidence supports the assertion that smaller systems benefit
from access to expert technical knowledge. Using this expertise, multi-system utilities can
exploit eiiiciencies and improve effectiveness by deploying a unified workforce, rather than
having each individual utility maintain separate capability for various utility functions.

I

|

I

The potential advantages of utility-wide management may extend beyond the immediate
efficiency payoffs. Planning for multiple systems, as compared to individual systems,
allows for a more comprehensive approach. Better planning, in tum, should enhance the
utility's capacity to respond to regional economic and environmental issues. Effective
watershed management and source-water protection programs, for example, require a
regional perspective that is not easily achieved by isolated systems.

I

Another appreciable benefit of common management is lowering the cost of capital. A
consolidated utility with a broader customer and revenue base is expected to pay lower
financing costs than individualized systems. This is a particularly important benefit for very
small water systems.

Multi-system utility operations can be linked to the broader and more long-term policy
concerns related to structural change in the water industry through regionalization. Muld-
system utilities generally serve regional areas. Many have the potential to combine
operations, with or without physical interconnection, with other nearby water systems
(many of which are small in size). Water utility mergers and acquisitions reflect a very
gradual trend toward regionalization and, in some cases, privatization of water services.

I
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Existing utilities also can be used to provide service as an alternative to the creation of new
water utilities. Indeed, many states will not Certify a new water system if service from an
existing provider is feasible. In addition to expanding regional water operations, some
water utilities have diversified by entering the wastewater industry. Likewise, some private
energy utilities providing electricity and natural gas have ventured into the water business.
The formation and expansion of multi-system utilities and multi-sector utilities are part of
potentially fundamental structural changes occurring in the water industry,

I

! Pricing and Structural Change
2
I
s

Pricing is intrinsically related to shirctural change in the water induslIy. For example, a
utility's level of interest in a merger or acquisition opportunity may depend on anticipated
price effects. A negotiated sale of a utility might include limitations on near-term pricing
practices or even price caps or freezes for a fixed period of time. Larger utilities otter are
reluctant to consider acquiring smaller, nonviable systems unless reliable means of cost
recovery can be identified and secured. An acquisition candidate often presents substantial
infrastructure needs but its service community lacks the ability to pay for improvements
through higher rates. As mentioned already, the acquisition will yield some economies but
not usually economies of a magnitude great enough to offset the diseconomies associated
with the smaller system's operations. Some argue that more acquisitions would occur if
acquiring companies were provided incentives, including the ability to spread costs
throughout the utility's multiple service territories.

Although the dilemmas of small Water systems have been extensively studied, the issue of
pricing probably has received considerably less attention than viability assessment, capacity
building, and related approaches. Pricing policies ultimately will play a role in shaping the
future structure of the water industry, including but not limited tO the future of small water
systems.
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Incentives for Restructuring
|

I

Single-t8IiH` pricing has the potential to encourage economic industry consolidation and
regionalization, as wellasprivatization." Averaging costs mitigates rate shock for
customers and enhances avenue stability for utilities; it also is relatively simple to
administer. Some investor-owned utilitieshave soughtrate equalization in direct
connection with small system acquisitions." According to one indus1:ry representative,

I

37 Janice A.Beecher, G. Richard Dreese and John D. Stanford,Regulatory Implications of Water and
Wastewater Utility Privatization (Columbus, OH: The National Regulatory Research Institute, 1995), 141.
as Patrick Mann, G. Richard Dreese, and Miriam A. Tucker, Commission Regulation ofSmaI1 Water
Utilities: Mergers and Acquisitions (Columbus, OH: The National Regulatory Research Institute, 1986),
Raymond W. Lawton and Vivian W itkind Davis, Commission Regulation of Small Water Utilities: Some
Issues and Solutions (Columbus,OH: The National Regulatory Research Institute, 1983).
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single-tariff pricing "could help solve the dilemma of other no integrated small water
systems.""

4

The focus of this report is on single-tariff pricing by regulated investor-owned utilities
because the issue has emerged primarily within these parameters. Rate consolidation can
be used as easily by publicly owned utilities as by investor-owned utilities." Many of the
larger metropolitan water systems could acquire numerous contiguous small systems and
employ single-tariffpricing with a negligible customer-bill impact." In die context of
public utility regulation and mandated takeovers, it appears that die burden ofacquiring
troubled systems seems has fallen more to privately owned than to publicly owned water
utilities. This is because many small systems are privately owned and regulated, the larger
investor-owned systems do not conhneMeN service territories to local political boundaries
and regulators can provide acquisition incentives to jurisdictional utilities. In the few states
where a takeover can be mandated, it may be easier to impose this responsibility on a
private system.

Unfortunately, little systematic evidence on the use of single-tariff pricing in the public
sector is available. Also, most municipal utilities and many public authorities appear to
operate single water systems only. However, one example of the use of single tariff pricing
in the nonprofit context can be found in Clark County, Washington. Clark Public Utilities
is a customer-owned district that provides water service (and other services) to 24,000
customers throughout Clark County and also operates several small "satellite" systems for
small groups of homes throughout the county." All customers pay the same monthly
customer charge and uniform volume rate.

i
I

I
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Some municipalities do impose zonal rates that reflect differences in elevation and pumping
costs. Gemnerally, however, municipal water utilities impose a single pricing structure for all
citizen-ratepayers served within municipal boundaries, ratepayers outside of municipal
boundaries often pay a higher rate." Higher "outside" rates are justified on the grounds
that "inside" customers bear more risks and burdens associated with Financing capital
irnprovemnents through municipal funding instruments. However, the rate diHlerential often
appears to be somewhat arbitrary. In a few states, charging a different rate to outside
customers can trigger economic regulation by the site(PemsylvMa is an example).

1
I
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Some insights can be gained firm two states where state economic regulation applies both
the privately and publicly owned water systems. In Wisconsin, state law mandates single- i
as Edward M. Limbaugh, "Single Tariff Pricing," Journal American Water Works Association 75 no. 9
(September 1984): 52.
40 Limbach (1984).
41 Cities may lack adequate incentives or opportunities or acquisitions. In contrast, regulatory agencies can
offer investor-owned utilities with rate-of-retum and other incentives. Some commissions have the
authority to mandate takeovers of smaller, nonviable water systems .
42 Clark public Utilities (http://clark'oud.com/Default.ht'm).
43 The interest of many investor-owned utilities in single-tariff pricing clearly stands in contrast to the
apparent interest of many municipally owned utilities in spatially differentiated pricing.
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tariff pricing for Municipalities." In West Virginia, where economic regulation applies to
public service districts, as well as investor-owned utilities, single-tariff pricing has been an
issue because of the needs of the state's rural areas. Single-tariff pricing is approved on a
case-by-case basis and both single tariffs and multiple tariffs are used throughout the state.

Many of the State commissions have broadly supported the idea of consolidating water
utilities and specifically approved valuation, costing, and pricing practices that encourage
larger and healdiier utilities to acquire smaller and less healthy utilities. The Pennsylvania
Public Utility Cormnission, in its policy statement regarding acquisitions, explicitly .
mentions single-tariff pricing. These regulatory policies are being adopted within the larger
context of structural change in the water industry. These structural changes may include
reconsideration of traditional methods of regulation and raternaldng, as is taking place in
many jurisdictions for the other utility industries."

I
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I
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44 Wisconsin s. 66.069 (1) (a) (1971).
45 In the increasingly competitive electric and natural gas industries, for example, the interest in regulatory
alternatives is high. These alternatives include price caps and flexible rates, which essentially deregulate
rate design by giving utilities greater discretion in setting rates within broad parameters.
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• Cost Profile of the Water Industry
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Water utilities remain one of the more tried and true monopolies in terms of basic
economic characteristics. In general, water service can be provided efficiently by a
vertically integrated supplier, two or more suppliers (or redundant distribution systems) in
the same service area would greatly increase costs and rates. The technology of water
supply clearly demonstrates economies of scale, meaning that average unit costs decrease
with the quantity of water provided. The prevalence of many small utilities undermines the
industries' overall efficiency in terms of achieving economies of scale.

Even in comparison to odder fixed utilities, water utilities require substantial investment in
fixed assets relative to the variable costs of production (including the cost of raw water,
energy, and treatment chemicals)."' Using the Standard of capital investment per revenue
dollar, water supply is among the most capital-intensive of all utility sectors. Capital
investment in water supply mainly is a function of the need to establish production
capacity; maintain a complex storage, transmission, and distribution network; and meet
both fire-proteedon specifications and peak demands. In general, the water supply industry
has high fixed costs and low capital~turnover rates. However, the capital intensity of the
water supply industry also can be explained by the industry's relatively low variable
(operating) costs, which translate into relatively low Operating revenues.

Reflecting these cost characteristics, water rates typically take the font of a Fixed charge
that does not vary with usage and a variable charge that varies with usage. Traditional
cost-of-service principles can lead to very high fixed charges and very low evadable charges
for water utilities. Efficiency-oriented rates,however, tend to accentuate the variable
component of the water bill in order to affect consumption behavior.

I
l
I

!
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Trends 'm Water Costs

Water supply clearly is a rising-cost industry. Water Supply utilities, and their regulators at
the federal, state, and local levels, are increasingly aware of the water supply industry's
changing revenue requirements. Three key forces affecting the 'industry's costs are (1) the
need to comply with regulatory provisions of the Safe Drinldng Water Act (SDWA), (2) .
the need to replace and upgrade an aging water delivery infrastructure, and (3) the need to
meet population growth and promote economic development. In addition, water utilities
face a Variety of secondary cost forces. These include the often high cost of borrowing to
finance capital projects (especially for small systems) and the shift to no subsidized,
self-sustaining operations (especially for publicly owned systems).

1

J

46 For a comparison of the water industry tithe electn'c, natural gas, and telecommunications industries,
see Janice A. Beecher,The Water Industry Compared: Structural, Regulatory, and Strategic Issues for
Utilities in a Changing Context (Washington, DC: National Association of WaterCompanies, 1998).
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The concurrent and rnumally reinforcing impact of these forces on many water utilities
presents a substantial pressure on both capital and operating costs, a pressure not
previously experienced by the water supply. industry. In response, water utilities are
reexamining their cost allocation and rate design practices. The interest in alternative
ratemaking methods for the water sector is on die rise.

Rising costs, along with structural and regulatory changes in this industry is placing new
demands on utility regulators. However, rising costs should not be taken for granted but
closely scrutinized. Moreover, the water supply industry must be held accountable for
making prudent decisions in response to its changing cost profile. The industry must be
able to tally justify the use of alternative approaches to meeting revenue requirements
(including automatic cost-adjustment mechanisms; pass-diroughs, and special surcharges,
as well as cost-allocation and rate» design methods)..

Water utility regulators generally are open to the consideration of policy alternatives but
also vigilant about whether diesel alternatives are with'm the scope of regulatory authority
and consistent vvddi accepted regulatory principles. Regulators will want to be especially
cautious about affecting the incentives that determine whether utility costs are effectively
managed. Thus, the 'industry perspective on rising costs and how to address them should
be tempered by a reasoned regulatory perspective.

Economies of Scale

:
I

:
I

i
I

Aldaough an arbitrary threshold, water systems serving under 3,300 (or approximately
1,000 service connections) generally lack economies of scale in production and other
aspects of service." As a result, many small water systems are prone to capacity problems
and difficult to sustain over time.

t

E

Economies Of scale in water supply, particularly in the areas of source development and
treatment, make it diEcult for smaller water utilities to perform as well as larger water
utilities. Declining unit costs ofpfroduction indicate scale economies; as the volume of
water "produced" (that is, withdrawn and treated) increases, the cost per gallon or cubic . .
foot decreases. At lower unit costs, production is less costly in the aggregate and more
efficient at the margin.

Very small water systems underperform primarily because they simply are not large enough
to achieve economics of scale, Scale economies in the water sector explain why smaller
utilities tend to have less capacity in financial, managerial, and technical terms." Rising

47 U.S. Environmental Protection Agency, Aj0rdabilily of the 1986 SDWA Amendments to Community
Water Systems 0?Vasl1ington, DC: U.S. Environmental Protection Agency,1993).
is Janice A. Beecher, G. RichardDreese,and lames R. Landers. Viability Policies and Assessment
Methods for Water Utilities (Columbus, OH: The National Regulatory Research Institute, 1992).
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1 costs over the past decade have exacerbated the condition of smaller systems." Capacity-

development problems oiien are manifested in higher rates for water service.I
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Scale economies (or lack thereof), thus become an important determinant of how much
people pay for water service. As a generalization, assuming comparable system
characteristics and cost-based pricing, larger systems should be able to provide service at a
lower price than smaller systems. In reality, of course, many factors other than system size
(such as the quality of source water and treatment methods required) influence ultimate
water costs and prices. But as a generalization, it is widely held Mat smaller water systems
must charge customers much higher rates for water service comparable to service provided
by larger water systems.

Importantly, the economies of scale in water production are associated with the volume of
water produced (not simply the number of service connections). Even smaller systems
that are fortunate enough to have one or two large-volume customers will end ay some
economies of scale. Two utilities can have a comparable level of investment per customer
and cost-of-service for the same number of residential customers, but if one also serves a
large industrial firm and economies of scale are achieved, everyone in dirt community will
enjoy lower water bills. In other words, when controlling for large-volume use, the level
of investment and the cost of service can be quite comparable tram system to system. One
of the arguments in favor of single-tariff pricing is that it allows all customers to benefit
from the location of large customers anywhere in the composite service territory."

|

;

Some evidence about the effect of utility size on water prices is available. A 1996 survey,
summarized in Table 4, found that median prices decline as system size increases for
different classes of customers served (residential, commercial, and industrial). The
implication is that small-systems customers pay more forroughly the same level of service
as large-system customers. As a consequence, the affordability of water service is a greater
threat for small systems. "Rate shock" is another problem for many smaller systems
because increasing costs must be spread over a smaller customer base.
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In some respects, rate consolidation is similar to "aggregation," a tool emerging in the
context Of electric industry restructuring. Aggregation is Used to group customers'
according to similar characteristics, usage patterns. or service requirements. Aggregation
can provide access to services and a degree of purchasing power to disadvantaged
customers. In effect, multi-system utilities are aggregators for the customers in the various
systems they manage. Both aggregation and rate consolidation can promote the broader
goal of universal service.

49 Janice A. Beecher, Patrick C. Mann, and John D. Stanford, Meeting Water Utility Revenue
Requirements (Columbus, OH: The National Regulatory Research Institute, 1993). .
so Conversely, large-volume users in the larger service territory might complain that single-tariff pricing
forces them to subsidize customers in outlying areas. '
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Customer Class

Group A Systems
Producing >75
MGD (n=34)

Group B Systems
Producing 15 to
75 MGD (n=61)

Group C
Systems

Producing < 15
MGD (n==47)

Median monthly charge for 1,000
cubic feet (7,480 gallons) $13.19 $14.64 $15.61

' |

Median monthly charge for 50,000
cubic feet (374,000 ons) $486.82 $530.92 $578.96

'»

Median monthly change for
1,000,000 cubic feet (7,480,000

lions)
$7,926.97 $8,747.06 $10,292.34

I

1

I
1

;
I

I

I
i

I
I
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Table 4 ,
Monthly Water Bills by System Size and Customer Class

i
I

I

.Residential

Commercial

Industrial

Source: Raftelis Environmental Consulting Group, 1996 Water and Wastewater Rate Survey (Charlotte,
NC: Raftelis Environmental Consulting Group, l 996), Exhibit 2.
MGD = million gallons daily. n = number of systems in the sample.

Capacity Development

Federal policymakers and state regulators, including both drinking water primacy agencies
and public utility commissions, have long been concerned about how to check the
emergence of new nonviable water systems, how to improve the performance capacity of
existing systems, and how to maintain safe and affordable water service.5' The 1986 Safe
Drinldng Water Act triggered substantial attention to small-system issues and the problem
of keeping rates affordable in light of the newly enacted standards.

Regulators continue to seek out ways to balance the equally legitimate fiscal concerns of
water utilities (that is, financial capacity) and utility customers (that is, ailbrdability). The
1996 Safe Drinldng Water Act codified capacity-development policies for new and existing
water systems and elevated the capacity-affordability conundrum to a higher place on the
policy agenda.

I
I
9
4
E
E
I

Capacity in this context is defined 'm terms of a utility's financial, managerial, and technical
well being. Financial capacity conies particular importance because a financially healthy
utility will have the resources needed for professional management and technically
appropriate operations. Many (but not all) small water systems struggle with significant
capacity problems. These problems are manifested by the small water utility's poor
performance in many areas, including regulatory compliance.

8
i
E
I
:

51 Beecher, Dreese, and Landers (1992).
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Traditionally, both economic and public health regulators have been very focused on small-
system capacity issues. Policymakers have paid considerable attention to smaller water
systems and the tradeoffs between ensuring a Financially healthy system and maintaining
affordable rates for safe and reliable water service. One manifestation of capacity problems
is noncompliance with drinking water standards. For small systems, these violations often
include failure to meet monitoring and reporting requirements. Small systems also have
difficulty complying with public utility commission regulations. For very small systems,
meeting the procedural mandates of economic regulation (such as rate filing requirements)
can be ditiicult.

Small water systems have long troubled state economic regulators. Many (but certainly
not all) of the commission-regulated water systems are small in size, which poses certain
public policy problems. Particularly problematic are the very small systems that were the
product of unchecked real estate development and lax local zoning policies. Many of these
systems are geographically isolated, which often precludes interconnection with another
system. Lacldng economies of scale, smaller water systems typically must charge a much
higher rate for service than larger systems. Higher rates make water service less affordable
for customers of smaller water systems.

As a utility monopoly, water supply demonsuates substantial economies of scale. Larger
water systems enjoy these economies, meaning that they can spread certain costs over a
larger customer base. Lower production costs are reflected in lower prices to customers,
Smaller systems must recover revenue requirements over a smaller customer base. In
general, smaller systems are more likely to encounter capacity and affordability problems.

:

Consumer Affordability

Economic theory argues strongly for cost-based utility rates, dirt is, rates based on the true
cost of providing a service. An efficient (cost-based) rate should sustain the water system,
however, if the rate is unaffordable to the service population and customers cease to pay
for and/or receive the service, the water system itself may cease to exist. This solution may
achieve a degree of economic efficiency, while sacrificing other fumdamental public health,
safety, and quality-of-life purposes.

I

For many water customers, the affordability of water service is a growing problem. The
problem of affordability affects customers in terms of increased arrearages, late payments,
disconnection notices, and actual service terminations. Affordability affects utilities in
terms of expenses associated with credit, collection, and disconnection activities, revenue
stability and working capital needs, and bad debt or uncollectible accounts that other
customers must cover.

:
n

Other ramifications of the affordability issue also are becoming apparent. If a customer
base cannot support the cost of water service, potential lenders may be concerned about
the utility's financial health and ability to meet debt obligations. Moreover, disconnecting
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residential water customers can present a public relations nightmare for utilities,
particularlybecause essential services are involved. Increasingly, problems of bad debt also
extend to nonresidential utility customers. Financial distress and bankruptcies in the
commercial and industrial sectors can leave utilities holding the bag. However, the larger
issue of affordability is primarily a concern with respect to low-income residential
consumers.

Follow-Mcome customers, who have little choice but to buy service from the local utility,
paying more for basic water service means going widiout less essential and more
discretionary products and services. Thus, rising water prices can contribute to
deterioration in the quality of life for low-income utility customers. While larger systems
can spread the cost of providing assistance to low-income customers, a small system with
an impoverished customer base has no opportunities for even limited subsidization.

I

I

I

I
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6. Examples of Single-Tariff Pricing

A11 utility pricing involves some form of averaging. Utility systems do not establish a rate
for Customer A based on the cost of serving Customer A, a rate for Customer B based on
serving Customer B, and so on. Doing so might be considered efficient and equitable, but
it also would be extraordinarily costly from an administrative standpoint (that is, the
transaction costs would be astronomical). Instead, utility systems tend to group customers
into customer classes-residential, commercial, and industrial-based onsimilarities in the
cost of serving customers in diode categories- Occasionally, a unique customer (often a
large» vo1ume customer, such Asa food-processing plant) might be able to negotiate a
special rate based on unique cost-of-service characteristics, but most customers pay a rate
based on cost averaging.

Basic Single-Tariff Pricing

Single-tariif pricing basically is the conceptual "opposite" of zonal or spatially
differentiated pricing. Single-tariff pricing suggests that ratemadcers should De-emphasize
spatial di8lerences in costs, costs are aggregated rather than disaggregated. One of the
chief advantages of single-tariffpricing, Nom the utility's standpoint, is sirnpliication.
Single-tariff pricing does not negate the need to determine the revenue requirement and to
allocate the revenue requirement among customer classes. It may still be necessary for the
utility to maintain cost data for separate facilities and services in accordance with accepted
accounting practices and regulatory reporting standards. Once revenue requirements are .
established however, the allocation process is greatly simplified because it is unnecessary
to spatially allocate common costs (that is, easts that are not site-speciic). Total costs
simply are spread over the consolidated customer base and only one rate is designed for
each class of customers or service.

A sample calculation of a single-tariff price is provided in Table 5. In this very simple
illustration, the cost of service and total water sales are varied for dirge separate service
territories (A, B, and C). A relatively modest amount of waterusage (5,000 gallons per
month or 60,000 gallons per Year) is assumed. The number of residential connections and
the annual cost of service are varied to reflect differences in costs and economies of scale.
For simplicity, only residential customers are considered.

\

i|

Service Territory A is in the most favorable position, in terms of economies of scale
(number of customers and sales volume), Service Territory C is in the least favorable
position, which accounts for the higher costs per connection and per sales. A stand-alone
tariff results in a cost of service equivalent to $1 .94, $2.08, and $2.78 per 1,000 gallons of
water service in the three respective service territories. The transition to single-tariif
pricing would result in a rate of $2.11 per 1,000 gallons for all customers in all three
service territories.
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Service Tenito A +17 cents +8.8%

Service Territo B +3 cents +L4%
| C.S€fvioe Tenet -67 cents -24. 1%

USEPA - NARUC Consolidated Water Rates

The illustration reveals the resulting shift in cost responsibility from the customers in the
larger Service Territory A to the smaller Service Territory C. However, the decrease in
rates to customers in Service Temltory C of 67 cents per 1,000 gallons (24.1%) is offset

I
I
I

I

!

I 6,000
60,000

360,000,000
700,000
$116.67

$1.94

I
l
I
I
I

I
I
I
I
I
I

2,000
60,000

120,000,000
250,000
$125.00

$2.08

I
I
I
I
I
I

1,500
60,000

90,000,000
250,000
$166.67

$2.78

Table 5
S a m p l e  C a l c u l a t i o n  o f  S i n g l e - T a r i f f  P r i c i n g

Service Territory A

Total residential connections
Total annual water use per connection
Total annual water sales (gallons)
Total annual cost of service
Annual cost per connection
Cost per 1,000 gallons sold
Service Territory B

Total residential connections
Total annual water use per connection
Total annual water sales (gallons)
Total annual cost of service
Annual Cost per connection
Cost per 1,000 gallons sold
Service Territory C

Total residential connections
Total annual water use per connection
Total am mud water sales (gallons)
Total annual cost of service
Annual cost per connection
Cost per 1,000 gallons sold
Combined Service Tem'tory

Total residential connections
Total annual water use per connection
Total annual water sales (gallons)
Total annual cost of service
Annual cost per connection
Cost Per 1,000 gallons sold

I
I
.I
I
I
I

Rate Impact of Single Tariff
Per 1,000
Gallons

9,500
60,000

570,000,000
1 ,200,000

$126.32
so. 11

Percentage
Change

i
I
a
I

1

Source: Author's construct. For simplicity, only residential customers are considered and a price-
elasticity adjustment (that is, a usage response tothechange in price) is not included in the illustration.
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primarily by the relatively smaller increase in rates to customers in Service Territory A of
17 cents per 1,000 gallons (8.8%) The larger number of customers in Service Territory A
lessens the impact of the rate adjustment On a per customer basis. Customers in Service
Territory B are least affected, expMencMgm increase of 3 cents per 1,000 gallons (1.4%)
in rates. The lower cost-of-service in Service Tem'tory B (relative to the number of
connections served) in Comparison to Service Territory C accounts for the difference in the
rate impact.

i
! In practice, rate design for public utilities is far more complex." (See Appendix C.)

Utilities must analyze the cost of service, including the cost of capital, and determine
revenue requirements for die period over which rates will be set (the "test year"). A
utility's costs will be allocated according to customer groups (or classes) and the demand
characteristics of those groups. Typically, residential customers are distinguished from
nonresidential customers, the latter of which are further divided into commercial and
industrial classes.

Variations of SingleTariff Pricing

Utility tariffs, or rate structures, actually have various components. These components
make it possible for utilities to approach single-tariff pricing in different ways depending on
system cost characteristics and the nature of die current rate structure. Table 6 illustrates
three variations. In the first, uniformity is established only for the fixed charge portion of
the utility bill. In the second variation, Hied charges vary and uniformity is established for
the variable portion of the utility bill. The third variation is the more complete example of
single-tariff pricing, where both fixed and variable charges are made udform.

These variations can be used to phase-in single-tariffpricing over time, as illustrated in
Table 7. A phase-in plan reflects the principle of gradualism 'm ratemaldng. A siglnilEcant
change in rate levels or ratedesign can be implemented in phases, rather than at once, in
order to reduce rate shock to customers and revenue instability to the utility. In this
example, the utility first consolidates Fixed charges and gradually consolidates the variable
rate. Manny utilities have used a phased approach to implementing single-tariff pricing, with
the encouragement and approval of regulators.

1
I

1

l
I

I

At least three other variations of single-tariff pricing can be identified. First the utility can
retain current rate differentials and equalize future rate increases. This addresses the rate
shock issue while maintaining rate di8aences based on historical differences in costs.
Second, the utility can use rate "bands" to establish tariffs for groups of systems with
similar cost characteristics. Third, the utility can combine rate equalization wide the
strategic use of short-term or mid-term surcharges to pay for extraordinary costs
associated with blending the operations of multiple systems. Each of these methods has
been implemented on at least one occasion.

so Beecher and Mann (1990).
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Before Implementation After Implementation
Fixed

Charge
Variable

Rate
Fixed

Charge
Variable
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per month .
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USEPA - NARUC Consolidated Water Rates

Because of rising costs, and the need for rate customers to gradually become accustomed
to higher rates, it may not be desirable to lower rates at all for any customer group.
Radder, it may be advisable to "cap" higher rates in the higher-cost areas and gradually
increase rates in the lower cost areas. Although customers should be educated about
changes in the rate structure, a phased approach and a price-cap approach might help
mitigate complaints about cost shifting.

Table 6 , .
Pricing Variations for Fixed and
Variable Water Charges

Variation 1:
Change to Simile Fixed Charge Only

Variation 2:
Change to Single Variable Rate O ne

Variation 3:
Change to Single Tariff for Feed Charges and Variable Rates

Source: Author's construct.
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Before Implementation After Implementation
Fixed

Charge
Variable

Rate
Fixed

Charge
Vadable

Rate

Service Territory A \$6.00 P815
month

$1.95 per
1,000 gallons

4

. . .  :Q ,E

. . . . ...

. . . \

$7.50
per month

$1.95 per
1,000 gallons

Service Territory B
*..

. .$9.00 per

month
. J *
4..v i
; :'l.{: :

. '4=,

" . 4 4

$2.15 per
1,000 gallons

s7.50 i>¢f.==

moNth"
y*.. ,...

. }; »
$2.15 per

1,000 gallons

Service Ternltory A $7.50 per
month

$7.50 Per
month

Service Territory B $7.50 per
month

$7.50 per
month

Service Territory A $7.50 per
month

$7.50 per
month

Service Territory B $7.50 per
mcmth

$7.50 per
month

"̀; ..` .. "k

.;000§é1lons
Su. 5:.

2?1

USEPA -- NARUC Consolidated Water Rates

Table 7
Phase-In Approach to Single-Tariff Pricing

|

Phase 1:
Change to Single Fizzed Charge

Phase 2:
Adjust Variable Rates

Phase 3:
Equalize Variable Rates

Source: Author's construct.

Two Recent Cases

In  1997, the Indiana Uti l i ty  Regulatory Commission approved a hard-won p lan by the
Indiana-American Water Company to consolidate rates. F igure 6 i l lustrates the difference
m̀ revenue requirements per equivalent residential customer for stand-alone pricing,
common-management pric ing, and single-tariiTpricing.53 Stand-alone pricing redeem the
costs that a commonly owned or managed water system would incur if it replicated the
same services and functions on a basis completely independent of the parent utility and
other systems. Common-management pricing reflects costs that are incurred on the basis
of the jo int operation of multip le systems. COsts under common management, g iven
management economies of scale and scope, should be less for the utility than the sum of
stand-alone costs for all of the operated systems.

so In this illustration of single-tariff pricing, the use of equivalent customers produces a comparable but not
identical level of revenues per customer across all service tenitodes because of differences in water usage.
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For each community served, the economies of scale and scope achieved by common
management are obvious. Lei? to their own devices, none of the communities could
replicate the same level of service at the same cost; In other words, each community's true
stand-alone cost would be much higher than their share of costs under consolidated
operations. These cost savings are achieved independent of the pricing structure.

The additional benefits of single-tariff pricing are fairly obvious. The smaller, very high
cost systems at the low end of the spectrum clearly have much to gain through rate
consolidation. Both common-management and consolidated rates are a fraction of what
the system would pay on a stand-alone basis. The impact of the single-tariffprice on
customers at the middle and higher end of the spectrum is not necessarily substantial.

The rate stabilizing effect of single-tariff pricing is illustrated by therevenue requirements
forecast for the same group of utilities (Figure 7). Over time, the single-tariff provides
considerable rate (and revenue) stability and, once again, the benefits for the smaller
systems are clear. In this particular case, substantial rate hikes associated with planned
capital improvements for four systems can be mitigated. The dining of capital expenditures
will play a role in determining perceptions about the benefits of single-tariff pricing to
individual communities. The obvious affordability benefits to small systems, as well as the
general "smoothing" effect on revenue requirements, are among the leading rationales for
single-tariff pricing .

r

|

:

Similar results were achieved in another recent case involving a New Hampshire utility,
Pennichuck Water Works, Inc, Without rate consolidation, some water customers would
face annual water bills as high as $1,200, as illustrated in Figure 8. In its decision, the NeW
Hampshire commission directly addressed subsidy and affordability issues, as well as die
anticipated benefits of adopting the single

:

l
I
g
i
I

We do not believe it would be in the .public interest to impose annual rates in the
range of $800 to $l200, as would be the case here, when a reasonable alternative is
available. By consolidating the community systems with thecore system for
raternaldng purposes, all customers would face a uniform taIi8. which, for the
average residential .customer, would be approximately $253 per Year. The rates for
die average residential customer in the core system would increase less than $1.00
per month, for a total of $8 per year,.under the rate consolidation proposal which,
in light of the alternative, we find to be acceptable. We consider a single tariff rate
of approximately $253 per year for the core residential customer to be just and
reasonable. A consolidated rate will ensure affordability and the continued viability
ofrnany of Pennichuck's .community systems It will also enable Pennichuck to
operate in a more adrnNiistratively efficient manner by eliminating separate general
ledgers for each system, thereby reducing administrative costs."

54 New Hampshire Public Utilities Commission, Order in Docket DR 97-058, Pennichuck Water Works,
Inc. (1998) .
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Single-Tariff Pricing in Great Britain

I

I
1.
!

Great Britain provides a "real life" example of the use of single-tariffpricing on a very
large scale. In 1989,Great Britain's ten large regional water, wastewater, and stormwater
service providers (shown in Figure 9) were transformed from nationalized to investor-
owned utilities. Since privatizatioN, the tariffs established for measured (metered) service
within each of the regional systems have been uniform. In other words, single-tariffpricing
is implemented along with metering. Each of the water utilities provides a metering option,
although a large proportion of British households is not metered. For unmeasured serviCe,
standing charges are uniform. However, variable charges are based not on water volumes
but on die "rateable" value of properties served; These charges vary according to
geographic zones for the Severn Trent and Thames water utilities, but not for the other
utilities.

I

Tadffs for residential water service for 1995-1996 are reported in Table 8. Metered rates
for large users are comprised of standing (ired) charges that vary by meter size, plus a
volumeuic charge. Standing and volumetric charges are uniform for large-volume
customers throughout the company service territories.

In addition to the larger privatized utilities, another twenty-one water service companies
also serve somewhat smaller service territories 'm Great Britain, although in terms of
population served almost all seem quite substantial 'm size when compared to many U.S.
water systems. For the most part, these companies also employ single-tarilf pricing. All of
the twenty-one companies use a uniform standing (or fixed) charge, four have different
volumetric rates for different geographic areas served."

;.
3
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as For one of these companies (Three Valleys), two of Wee areas have comparable metered rates,
suggesting a gradual move toward uniform pricing. A fiilh water company (North East) adopted single-
tariff pricing in the 1993-94 rate period for its two areas (each of which also is subdivided).
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WATER AUTHORITY BOUNDARIES

Anus in England within
Welsh National Walls
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m~~»
The Len Waler Authorities in England and Wale

(reproduced by permission al' the Controller of Her Majes\yls Stationery Office)

i
I

Figure 9. Regional Water Utilities in Great Britain.

Source: Daniel A. Okun, Regionalzkation of Water Management A Revolution in England and Wales
(London: Applied Science Publishers, 1977).
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USEPA - NARUC Consolidated Water Rates

• The Public Utility Commission Role

Regulation of the water industry, like the water industry itself, is fragmented and
pluralistic. All community water systems, regardless of their ownership, are subj act to
federal and state drinldng water regulations pursuant to the federal Safe Drinldng Water
Act. Drinking water standards focus on public health concerns. Water systems in many
states also are subject to water quantity regulations, meaning that water withdrawals are
regulated through registration or permitting mechanisms. Economic regulation of water
utility prices and rates of return is the domain of the state public utility commissions. The
commissions play a quasi-administrative, quasi~legislative, and quasi-judicial role in terns
of overseeing the utility industries.

J

Although their jurisdiction for the water industryis not comprehensive, and generally
applies only to investor-ownedwater systems, the state publicutility commissions have
specific authority andexpertisein thearea of pricing. Moreover, many counmission-
regulated systems are small insize. Thus, pricing practices in general,and commission
policies in particular, areworth consideringwhen craving solutions for small systems.

Forty-five commissions presently have authority to regulate investor-owned water utilities.
In some of the states, commission regulation extends to other types. of water utilities under
certain circumstances. For example, some states regulate municipal water utilities if they
provide service outside of municipal boundaries. In Florida, counties can opt to regulate
water systems, in Indiana, municipal water utilities can opt to be regulated. In terms of
commission jurisdiction and authority, many variations among the states can be found.

Not all water utilities are subject to commission regulation. Most water utilities in the
United States are publicly owned and not subject to state economic regulation. The state
public utility commissions do not regulate water utilities in Georgia, Michigan, Minnesota,
North Dakota, South Dakota, or Washington, D.C.

I
Number of Regulated Utilities

Periodic surveys have been conducted for the purpose of counting the number of regulated
waterand wastewater systems. As noted earlier, for 1995 the total number of commission-
regulated water utilities in the United States was approximately 8,537.56 Approximately
4,095 regulated water utilities are classified as investor~owned water utilities." Table 9
summarizes the 1995 inventory of commission-regulated water and wastewater utilities.

as Beecher (1995)_
57 These data include 15 investor-owned utilities and 3 homeowners' associations that no longer are
regulated in Michigan.

7
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Utility Ownership

Water Utilities Wastewater Utilities

Number of

Commissions

Number of
Utilities

Number of

Commissions

Number of
Utilities

Investor-owned or private 46 4,095 28 1,233
Municipal1y~owned 11 1,547 6 649
Districts 7 1,300 4 205
Cooperatives 4 1,436 2 50
Homeowners'associations 6 85 1 0
Nonprofits 1 73 1 15
Other 1 1 0 0
Totals 46 8,537 28 2,152

USEPA - NARUC Consolidated Water Rates

Table 9
Commission-Regulated Water and Wastewater Utilities

Source: Janice A. Beecher, 1995 Inventory ofCommz1ssion-Regulated Water and Wastewater Utilities
(Indianapolis, IN: Center for Urban Policy andthe Environment, 1995). Includes data for Michigan,
which ceased regulating 18 systems in 1996.

Leading states in terms of the number ofregulatedwater utilities are Texas (3,300),
Mississippi (740), Wisconsin(573), West Virginia (421), Arizona (354), and New York
(354). For investor-owned water utilities, leading state jurisdictions areTexas (1 ,200),
Arizona (354), New York (334), North Carolina (226), Florida (210), California (199), and
Pennsylvania (190) .

Between the 1989 and 1995 surveys, the number of regulated investor-owned utilities
declinedby 445 utilities (10 percent); the total number of regulated utilities declined by
1,398 utilities (14 percent).

I

1

I

a I

i
I
1

States in which the number of regulated water utilities (including investor-owned uUlities)
declined by a substantial amount include Arizona, Connecticut, Indiana, New York, North
Carolina, Pennsylvania, and Texas. Commission sources suggest that mergers and
acquisitions were the leading cause of the decline. Systems rarely cease operations
altogether. However, transfers to unregulated ownership forms and changes in commission
jurisdiction also can contribute to the decline in the number of regulated utilities. A few
states, including Mississippi and Oregon, had substantial increases iii the number of utilities
under their jurisdiction. Nebraska's gain is noteworthy because jurisdiction for the water
industry was initiated in 1994.

The decline in the number of regulated utilities is consistent with an anticipated trend in
industry consolidation. Mergers and acquisitions within both the public and private
segments of the industry will gradually reduce the number of regulated utilities. However,
the population served by regulated utilities will not necessarily decline as a result of
reducions in the total number of regulated utilities.
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USEPA - NARUC Consolidated Water Rates

Despite the decline in the number of regulated water utilities, water utility regulation
continues to rise in importance on the agendas of many state commissions." Economic
regulation of water utilities is important given monopoly power, rising costs, structural
change, and a degree of uncertainty about the industry's future.

Capacity-Development Policies

I
l
.

The commissions, which are well aware of the precarious condition of many small water
systems, can and have addressed capacity development through three basic strategies. The
first strategy involves slowing the creation of new water systems. State regulations can
create substantial banters to entry for new water systems. Many of the state commissions,
as well as the state drinldng water agencies, are tightening the certification process and
more carefully scrutinizing the financial, managerial, and technical competencies of
proposed new systems.

The second strategy involves procedural simplification for small water systems to lower the
administrative cost of regulation and enhance regulatory compliance. This strategy
includes simplifying filing and reporting procedures. In some cases, commission staff
members directly assist managers of small water utilities in meeting procedural
requirements. Some of the commissions have used alternative regulatory methods, such as
operating ratios, to Er simplify the process and address the unique needs of small
systems. Regulatory simplification treats one of the primary symptoms of small-system
capacity problems (that is, regulatory compliance), but it does not necessarily treat the
underlying capacity problem (that is, lacing economies of scale).

I

E

I

The third strategy involves structural change in the water supply industry. As noted in a
report of the National Regulatory Research Institute, the least-cost solution to regulatory
compliance and other problems for many systems can be found only through structural
change, namely consolidation." The downward trend in the number of water systems
suggests that ownership consolidation may be occurring in the industry. Consolidated
systems mayor may not be physically interconnected. While physical interconnection
yields significant economlles of scale, common management of ro interconnected systems
directly addresses financial, managerial, and technical capacity issues and can yield
significant economies.

|
!

3
4

y

i

Many of the commissions have played an active role in this area by encouraging and
approving mergers and acquisitions. Some of the commissions provide specific incentives,
such as acquisition adjustments. Certain ratemaldng practices, including single-tariff
pricing, also can provide incentives for acquisitions and, perhaps, the formation of regional
water systems. Larger systems interested in acquiring smaller systems tend to favor rate
consolidation (sometimes with surcharges) .

58 In the late 1990s, however, water issues must compete for the attention of regulators with major
restructuring issues in the energy and telecommunications sectors.
a Beecher, Dreese, and Landers (1992).
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In general, modem public policies affecting the water-supply industry, including regulatory
policies, appear to support the consideration of structural options (including consolidation)
that will help water systems achieve economies of scale. The emphasis on water system
capacity at the federal, state and local levels will make it harder for providers to get
operating certificates, water-supply permits, and special financing. Explicitly or implicitly,
growth management policies in some states are calling for consolidation of water supply
through interconnection with existing systems. Public policy also appears to emphasize the
importance of establishing and maintaining water systems for which the population served
can support the cost of water service. Thus, institutional factors also are playing a role in
reducing the number of water systems.

I

I

I
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Commission Survey

State public utility staff members at all of the state public utility commissions with
jurisdiction for water utilities (that is, forty-five state commissions), were surveyed about
the issue of single~tariff pricing in early 1996. This research was conducted by Dr. Janice
Beecher on behalf of the Florida Public Service Commission. The survey was first sent by
telefax in January and follow-up telephone calls were made in late January and early
February to ensure the completeness and accuracy of the survey. The commission staff
members who completed the survey are knowledgeable about water utility regulation and
competent to complete this particular questionnaire. A copy of the survey questionnaire is
attached as Appendix D. Detailed findings can be found in Appendix E.

Additional follow-up contacts were made in 1997 and 1998 to update findings on specific
cases that were pending at the time of the original survey, as well as to check for any major
shifts in regulatory policy. Although no significant changes were detected, updated
information is noted throughout the findings.

Relevance of Single-Tariff Pricing

i
ISingle-tariff pricing for water utilities is not necessarily a policy issue for every state public

utility commission. Jurisdiction for water utilities and the presence of multi-systeui utilities
are necessary but not suilicient conditions for consolidated rates to be an issue for a given
commission. Single-tarili` pricing does not become an issue until a utility or the
commission initiates the use of this method. Utilities with systems that ale viable on a
stand-alone basis, by virtue of size and other factors, may not need or want single-tariff
pricing. Even when considered or implemented, single-tariffpricing may not be considered
"an issue" if it is noncontroversial.

i
I

The consideration of single-tari8lpricing policy can benefit from the perspective provided
in Table 10. The relevant sample for considering commission policy with regard to single-
taritfpricing is comprised not of all UNity-one public utility commissions (including the
District of Columbia). It is more accurate and reasonable to evaluate commission policies
with regard to this issue in the context of the twenty-tive commissions where multi-system
waterutilides operate and where the issue has been considered (including the states where
single-tariffpricing had been rejected or considered but not approved). Given this context,
a clear majority of affected state commissions have allowed regulated water utilities to
implement single-tariffpricing (22 state commissions).

Of the remainder, the California commission has allowed partial rate consolidation. For
two commissions (Maryland and Mississippi), single-tariff pricing had not been an issue but
staff characterized commission policy as "case-by-case." It also is noteworthy that in one
of the state's approving a single-tariff pricing structure (Idaho), the matter was "not an
issue when proposed." No regulatory commission has steadfastly opposed single-tariff
pricing, although many continue to review the merits on case-by-case basis.
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TABLE 10
RELEVANT SAMPLE OF STATE PUBLIC UTILITY COMMISSIONS
REGARDING THE ISSUE OF SINGLE-TARIFF PRICING POLICY

\

51All state publicutility commissions:
Commissions without jurisdiction for water utilities:
Subtotal 45

Commissions without multi-system water utilities:
Subtotal

-15
30

Commissions for which single-tariff pricing has never been considered:
Total

-5
25

Source: Author's construct. Includes reclassification o{Delaware as having a multi-system utility based on
a 1999 survey. The total number of commissions includes the Distn'ct of Columbia.

Pending cases at the time of the original survey in Massachusetts and New Jersey were
decided in favor of single-tariffpricing. Soon amer, in two significant cases, the Indiana .
and New Hampshire commissions approved rate consolidation proposals (in 1997 and
1998 respectively). Since the original survey, the Delaware commission approved single-
tariff pricing in conjunction with an acquisition that created the state's only multi-system
utility (as reflected inTable 10 and elsewhere).

General Findings

The detailed results of the original survey are reported in Appendix E (Tables E1 through
E4). The data are reasonably complete for all fifty-ohe public utility commissions
(including the DiStrict of Columbia commission). Detailed data on specific utilities are
incomplete firm a few states because of the difficulty in compiling these data.

I
I
i

1

As noted in the tables, six public utility commissions do not have jurisdiction for water
utilities ("NJ"). In sixteen (16) of the states with jurisdiction for water utilities, staff had
observed that no mild-system water utilities were in operation (including Delaware at the
time of the original survey). This finding also was established in the 1995 Inventory
Report, whichwas used to supplement this survey. For the remainder of the survey,
responses for these sixteen states were recorded as "NA," or "not applicable."

1
Thirty (30) state commissions regulate multi-system water utilities, where single-tanill'
pricing is a potential issue. Of the thirty (30) commissions with multi-system water
utilities, twenty-two (22) have approved single-tariff pricing for one or more utilities,
including partial consolidation. California regulators have allowed partial consolidation
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subject to further deliberations. Seven commissions (7) have not directly addressed this
issue. As already noted, these findings have been revised since the original survey to
update the findings for five states (Delaware, Indiana, Massachusetts, New Hampshire, and
New Jersey) where pending and recent cases have been decided in favor of single-tariff
pricing (in Massachusetts, partial consolidation already had occurred).

Of the twelve (12) commissions that had not approved single-tariffpricing at the time of
the original survey, three explanations were provided: single-tariffpricing had not been an
issue (7 commissions), a proposal for single-tariffpricing was rejected (1 commission), and
single-tariff pricing had been considered but not specifically approved (4 commissions).
The Indiana commission reportedly rejected single-tariff pricing because of cost-of-service
concerns. No commission staff member reported that a statute or policy expressly
prohibited single-tadff pricing. However, the Florida survey response indicated that
legislation had been proposed to limit the use of rate consolidation to interconnected
systems, the legislation was not adopted.

Specific Findings

I

|
1

I
|
|

|
i

Data were provided for 213 multi-system utilities, of which 129had implemented a full
version of single-tariff pricing and 20 had implemented partial rate consolidation (that is,
single-tariff pricing for all but a few systems or single-tarilff pricing for groups of systems
within the utility but not for the utility as a whole). Partial rate consolidation in some cases
is used to phase-in the s`mgle tariff The survey does not include the multi-system utilities
in Texas (estimated at 200 to 300 utilities) or all of the multi-system utilities in Florida
(estimated at 60 to 70 utilities) because these data were not readily available. Other states
also may have some additional multi-system utilities for which data were notreported. The
survey also excludes publicly owned water utilities, with the exception of West Virginia for
which data were available for commissiOn-regulated public service disuicts.

I
I

Several states have jurisdiction for only one multi-system water utility. States with more
than ten multi-system utilities are Connecticut, Florida, Louisiana, North Carolina, Texas,
Washington, and West Virginia. Of these states, only Louisiana has not approved single-
tariff pricing.

Based on the available data Nom the original survey, the number of systems managed by
the multi-system utilities ranges from 2 to 201. The average number of systems reported is
11, the median number of systems was 4. The number of connections for the smallest
system ranged from 2 to 30,000 with a mean value of 751 and a median value of 30 (based
on data for 115 systems). The number of connections for the largest system ranged from
18 to 329,000, with a mean value of l1,615 and median value of 257 (based on data for
115 utilities). The earliest date reported for adopting single-tariff pricing was 1958; the
most recent date was 1995 (disregarding the pending or subsequent cases). The average
and median time frame for adopting single-tariffpricing was the early 1980s.
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At the time of the survey, rate consolidation had been partially implemented for several
utilities. In some cases, all but a few systems had been placed under a single tariff, in other
cases, the single tariH was being phased-in gradually over time. Only one commission
reported that monitoring and evaluation of single-tariff pricing had occurred in the form of
reexamining past rate cases (West Virginia).

Characteristics of Single-Tariff Utilities

! Single-tariff utilities appear to have some distinguishing features in comparison to multi-
system utilities that do not use single-tariffpricing. Data wereprovided for 213 utilities, of
which 129 implemented single-tariffpricing or partial rate consolidation. Data on die
approximate number of systems were prowled for 203 utilities (149 single-tariff utilities
and 54 multi-system utilities without single-tariff pricing). Data on the smallest and largest
systems in terms of service connections were available for 115 utilities (81 single-tariff
utilities and 34 multi-system utilities without single-tariffpricing). All available data were
used to preserve as much information as possible for the analysis. For data reported as a
range of values, an average was used (for example, "8 to 9" was replaced with 8.5). For
data reported as "<5," a value of 4.5 was used.

The sample is incomplete and nonrandom, so findings based on the available data are not
generalizable. Substantial missing data will affect the results of any analysis. However, the
data represent a sizable portion of the multi-system utilities regulated by the state
commissions. Also, many states reported a mixture of systems with and without single-
tadff pricing. Certain observations can be drawn ham the data that should lead to Mrther
consideration and analysis.

As reported in Table 11 (and Table E2), single-tariif systems and multi-system utilities
appear to differ 'm termsof the number of systems that comprise them, smallest
connections, and largest connections. For single-tariff systems, the median number of
systems was 5 (average value of 13), for multi-system utilities without single-tariff pricing
the median number of systems was 4 (average value of 6). The connection data reveal
more striking patterns. Along every measurement (except for the minimum of 2
connections for the smallest systems for both utility types), single-tariff utilities appear to
be much smaller in terms of both smallest arid largest systems based on connections.

5
1
I

i
I
|

|

This finding is very consistent with the perception that single-tariifpricing is most needed,
and perhaps most justified, when numerous very small water systems are involved. These
data may indicate that commission approval of single-tariff pricing takes into account these
basic descriptive characteristics. This is not to suggest, however, that single-tariff pricing
only has been (or should be) approved for utilities made up of very small systems. In fact,
some of the more recent decisions affirming single-tariff pricing have involved utilities with
systems that are fairly substantial in size.
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Arguments in Favor of Single-Tariff Pricing

In the course of the survey, regulatory commission staff members were asked to consider
key arguments for and against the adoption of single-tariff pricing. Various reasons for
commission approval of rate consolidation were provided in the survey. Table El provides
the primary reasons for approval. Cost savings were frequently mentioned. As reported in
Table ET, commission staff members also were asked to identify the arguments that
influenced their commissions' deliberations or policies regarding rate consolidation.

These data reflect only staff member views, not necessarily the views or policies of the
commissions. Twenty-one (21) commission staff members responded to this portion of the
survey. The data exclude thirty commissions where, at the time of the survey, single-tariff
pricing had not been an issue and staff views were not elicited. so Staff could cite more
than one argument and no weighting or ranking of arguments was required. In decreasing
order of mentions (indicated in parentheses), commission staff indicated agreement with
the following arguments in favor of single-tariff pricing:

\:I Mitigates rate shock to utility customers (17)
1:1 Lowers administrative costs to the utilities (16)
LJ Provides incentives for utility regionalization and consolidation (15)
:1 Physical interconnection is not considered a prerequisite (13)
D Addresses small-system viability issues (13)
D Improves service affordability for customers (12)
D Provides ratemaldng treatment similar to that for other utilities (10)
U Facilitates compliance with drinldng water standards (9)
U Overall benefits outweigh overall costs (9)
0 Promotes universal service for utility customers (8)
D Lowers administrative cost to the commission (8)
cl' Promotes ratepayer equity on a regional basis (6)
cl Encourages investment in the water supply infrastructure (5)
U Promotes regional economic development (3)
cl Encourages fintther private involvement in the water sector (2)
U Other Can be consistent with cost-of-service principles (1) and found to be in

the public interest (1)

Staff members also noted that single-tariff pricing could be consistent with cost-of-service
principles (New York), that separating small-system costs may not always be cost-effective
(Virginia), and that the genesis for the issue was regulatory simplification (Califomja).
Mitigating rate shock also was equated with "rate stability" (Indiana). Vermont
regulators found that single-tariff pricing addressed small system viability issues and
generally was in the public interest, approving the method over the objections of staff

so Excluded were 6 commissions without jurisdiction for water utilities, 16 commissions without
jurisdiction for multi-system water utilities ("not applicable"), and 8 commissions that regulate multi-
system utilities but where single-tariff pricing has not been an issue (including the Idaho commission,
where single-tarilf pricing was approved for one utility but not an issue of significance).
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members concerned about subsidization issues. Typically, more than one argument affects
commission deliberations regarding rate consolidation.

Arguments Against Single-Tariff Pricing

Commission staff members also evaluated the key arguments against rate consolidation.
Various reasons for commission disapproval of single-tariffpricing were provided. Table
E1 provides the primary reason for the disapproval. Cost-of-service issues were frequently
mentioned, although some stiff also indicated that single-tariifpricing could be consistent
with cost-of-service principles. As reported in Table ET, commission staff members also
were asked to identity the arguments that influenced their commissions' deliberations or
policies regarding rate consolidation.

These data reflect only stair member views, not necessarily the views or policies of the
commissions. As mentioned earlier, twenty-one (21) commission staff members responded
to this portion of the survey based on their experience with the issue of single-tariff pricing
for multi-system utilities. Staff could cite more Dian one argument and no weighting or
ranking of arguments wasrequired. In decreasing order of mentions (indicated in
parentheses), commission staff indicated agreement with the following arguments against
single-tan'ff pricing:

G
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CI

D

D

D
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Conflicts with cost-of-service principles (14)
Provides subsidies to high-cost customers (12)
Not acceptable to all affected customers (10)
Considered 'inappropriate without physical interconnection (8)
Distorts price signals to customers (7)
Fails to account for variations in customer contributions (6)
Justification has not been adequate in a specific case (or cases) (6)
Discourages efficient water use and conservation (4)
Encourages growth and development in high-cost areas (4)
Undermines economic efficiency (3)
Provides unnecessary incentives to utilities (2)
Not acceptable to other agencies or governments (2)
Insufficient statutory or regulatory basis or precedents (2)
Overall costs outweigh overall benefits (2)
Encourages overinvestment in infrastructure (1)
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Regarding unacceptability to other agencies or governments, the California staff member
noted that opposition to single-tariff pricing had come from other utilities.

I
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* Commission Policies on Rate Consolidation
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As already noted, twenty-two (22) state commissions have allowed regulated water utilities
to implement single-tariff pricing. Single-tariff pricing is generally accepted in eight (8)
states, as summarized in Table 12 and Figure 10 (and detailed in Table El). Texas
commission staff members noted that single-tariff pricing was accepted "and preferred." In
fact, the Texas commission provides a simplified procedure for merging the rates of
acquired systems the rates of the acquiring utility. While the regulated water utility
usually requests consolidated rates, at least one commission (New York) has imposed its
use. Pennsylvania staff noted that the use of single-tariff pricing has evolved from its
application on the basis of physical interconnection to its application on the basis of
common Ownership.

Based on the updated survey findings, staff members at seventeen (17) commissions
characterized the policies of their commissions as "case-by-case," indicating that the use of
single-tariff pricing must.be justified for every specific application (even when the policy is
"generally accepted"). In many states, only some of the multi-system utilities under
commission jurisdiction are implementing single-tariff pricing. In fourteen (14) of the case-
by-case commissions, single-tariff pricing has been approved (including the five recent
cases decided in favor of single-taiiffpricing). In California, regulators have approved
partial rate consolidation. In the two (2) other case-by-case commissions, single-tariff
pricing has not been approved or considered in the context of a regulatory proceeding. I

Commission Decisions

The experience of West Virginia-American Water Company stands as one of the least
controversial and most enduring examples of single-tariff pricing. Implementation of
single-tariff pricing has played a role in the company's expansion. A case study of the
West Virginia experience appeared in a 1984 issue of the AmeriCan Water World
Association Journal."

In its order, the West Virginia Public Service Commission considered the consistencyof
single-tariffpricing withthe commission's general regulatory obligations and operating
principles, finding that:

l. The colnpany's single tariff pricing proposal resulted in a just, reasonable,
sufficient and nondiscriminatory rate for all the customers of the company.

2. Each customer will pay the same rate for a like and contemporaneous
service made under die same or substantially similar circumstances and
conditions.

I

I

:

T

¥ al Limbach (1984).
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Table 12
Summary of State Public Utility Commission Policies on

Case-By-Case (17)

I

Never Considered (5) Maine
Wisconsin

Not Applicable -No
Multi-System Water
Utilities (15)

Nevada
New Mexico
Oklahoma
Rhode Island
Tennessee
Utah
Wyoming

Single-Tariff Pricing for Water Utilities
CommissionPolicy StateCommissions
Generally Accepted (8) Connecticut Pennsylvania

Missouri South Carolina
North Carolina Texas
Oregon Washington
Single-Tariff Pricing Has Been Approved (14)
Arizona New Hampshire (d) (1)
Delaware (a) New York
Florida New Jersey (e) (f)
Idaho (not an issue) Ohio
Illinois Vennont
Indiana (b) (it) Virginia
Massachusetts (c) (f) West Virinia
Single-Tariff Pricing Has Not Been Approved (3)
Cadifomia (g)
Maryland(not an issue)

. Mississippi (not an issue)
Iowa
Kentucky
Louisiana
Alabama
Alaska
Arkansas
Colorado
Hawaii
Kansas
Montana
Nebraska
Georgia North Dakota
Michigan South Dakota

Minnesota W ashington, D.C.
Source: Author's construct based on survey of state public utility commission staff members, January-
Febmary 1996 and subsequent contacts with the commissions (including a follow-up survey in early 1999).
(a) Reclassified Hom "not applicable" following an acquisition with approval of consolidated rates.
(b) Since the origiNal survey, a case was decided in favor of single-tariffpricing (previously rejected).
(c) A pending case at the time of the original survey was decided in favor (partial consolidation

previously).
(d) Since the original survey, a case was decided in favor of single-tariffpricing.
(e) A pending case at the time of the original survey was decided in favor,
(1) Characterization of commission policy as "case-by-case" was unchanged following the recent

decisions.
(g) Partial consolidation with possible phase-in of single-tariff pricing. A case was pending in 1999.

No Jurisdiction for Water
Utilities (5)
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Generally accepted

Case-by-case policy - approved

Case-by-case policy .- not approved

Not considered, not applicable, or no jurisdiction

Consolidated Water Rates

I

1

Figure 10. Summary of Commission Policies on Rate
Consolidation.
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The approval of the company's proposal was in compliance with the
commission's duty to regulate utilities of this state in order to provide the
availability of adequate, economical, and reliable utility services to
encourage the well planned development of the utility resources in a manner
consistent with die state needs and in a way consistent with the productive
use of the state's energy resources.
Single tariff pricing strikes a reasonable balance in the interest of current
and fixture water consumers, the general interest of the state's economy, and
the interest of West Virginia Water Company."
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soOrder of the West Virginia Public Service Commission as cited in Limbach (1984), 55. |
I

4.

3.
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In a 1986 order, the Pennsylvania Public Utility Commission approved single-tariff pricing
for WesternPennsylvania Water Company (1986) and provided several pragmatic reasons
for approving this pricing strategy." First, a larger rate and revenue base ameliorates the
impact of major capital additions needed from time to time in every service area. Second, a
larger revenue base promotes flexibility in timing and financing major capital additions.
Third, the impact of instability resulting from changes in sales volumes is mitigated when
the effect of such volumetric factors is spread over a larger economic base. Finally, the
reduction of the number of accounting units and the number of individual rate filings result
in administrative efficiency with a potential to reduce costs to ratepayers.

Ten years later, in a general proceedingon acquisitionpolicy, the Pennsylvania
Commission stated itsbelief "that every system and every ratepayer in the Commonwealth
will eventually be in needof specific service improvements and at that point, the true
benefits of single ta:iffpxic'mg will berealizedby all citizens in the Commonwealth." The
Commission now views single-tariffpricing as a central component of acquisition
incentives provided to jurisdictional utilities.

Although single-tariffpricing has been approved without much consternation in some
jurisdictions, in others the level of controversy has been Much more pronounced.
Consumer advocates, local governments, large-volume users, and commission staff
members (even within agencies) have at times been deeply divided on this issue.

l

The regulatory commissions have struggled in particular with whether or not physical
interconnection among water systems should be a prerequisite for single-tariff pricing."
As noted by the Massachusetts Department of Public Utilities, physical interconnection is
not necessarily required: "[S]everal factors (viz., the contiguity of the communities served
in that zone, the commonality of personnel for meter-reading, operations, maintenance, and
construction duties, and administrative convenience) are decisive in favor of treating the
[two communities] as a single zone ...""

I

I

I

Similarly, the Florida Public Service Commission once concluded that state law supports
the view that multi-system utilities can be considered a single system because the utility's
facilities and landarejmctionally related (in administrative, operational, and managerial
terms), even without physical interconnection.67 An analogy provided in the case was that
the multi-system utility operations were like a "wagon wheel," where the separate service
territories are the spokes and utility management is the rim holding them together.

I

!
as Pennsylvania Public Utility Commission, Order in Docket R-850096, Western Pennsylvania Water
Company (1986), 148.
64 Pennsylvania Public Utility Commission, Order in Docket M-00950686, Policy Statement Re:
Incentives for the Acquisition and Merger of Small, Nonviable Water and Waste Water Systems (1996).
as Physical interconnection in the other industries may be the reason why pricing across larger regions
tends to prevail.
66 Massachusetts Department of Public Utilities, Order in Docket No. 90-146, Massachusetts-American
Water Company (1990), 3-4. See also MA DPU 95-118 (1996).
67 Florida Public Service Commission, Order No. PSC~96-1320-POF-WS, Docket No. 950495-WS,
Southern States Utilities (1996).

62

I

i



USEPA - NARUC Consolidated Water Rates

i
II
I
:

1
I

I
I

Following an appeal of the Florida order, however, the District Court held that rate
consolidation need not be conditioned on a iindjng by the commission that the systems
involved are functionally related. "Because we decide that the determination of functional
relatedness is not controlling on the issue of whether uniform rates can be set," noted the
Court, "we express no opinion on whether the utility systems involved in this rate case
were 'functionally related."'68

1
g
I
I

In a 1993 case, the I1llmois-American Water Company articulated the variety of ways in
which the systems of a multi-system utility are operationally related:

All operation and maintenance and construction activities are performed on a
uniform basis throughout the five districts... All five districts utilize similar
facilities, such as pumping stations and purification plants, transmission and
distribution mains, storage reservoirs, service lines and meters... All five
districts utilize the same engineering and construction standards, maintenance
programs, operating procedures, inspection programs, budgeting and
accounting procedures, types of materials and supplies and management
structure... A11 five districts utilize the services of the American Water Works
Service Company (the "Service Company"), which provides, pursuant to a
contract with the Company, support to Illinois-American personnel in the areas
of accounting, engineering operations, rate design, regulatory practices, finance,
water quality, infonnation systems, personnel information and training,
purchasing, insurance, safety and community relations."

The company also argued that the evolvingcorporate structure of the multi-system utility
is germane to these issues, as described in Illinois Commerce Commission's order:

According to Illinois-American, another important factor supporting the
adoption of single tarim pricing are the many steps the Company has taken in
recent years to centralize and consolidate its operations... Illinois-American,
as it presently exists, is the result of two mergers Pursuant to the mergers,
which were approved by the Commission... water systems once operated as
live separate companies were merged to form a single integrated unit, rather
than as five independent, stand-alone systems."

| SfaffMembers of the Illinois Commerce Commission found that "Commission practices in
Illinois.. . support the uniform rate concept."" In this particular proceeding, the
commission approved partial rate consolidation and ordered Illinois-American to submit a
proposal for company-wide single-tariff pricing.

x

:

as District Court of Appeal, First District, State of Florida, Decision in Case No. 96-447 (June 10, 1998), l.
69 Illinois Commerce Commission, Order Docket No. 92-0116, Illinois-American Water Company (1993).
'lo and., 85.
11 ibid., 87.
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In a parallel proceeding, Indiana-American Water Company argued before the Indiana
Utility Regulatory Commission that single-tariff pricing is justified in part on the grounds
that the company's districts are managed by a single corporate structure and financed
through a common capital structure." The Indiana Office of Consumer Counselor opposed
this reasoning and the Indiana Commission rejected that particular bid for single-tariff
pricing, but the company prevailed in a 1997 proceeding (discussed below).

I
I
i

I

1
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Another rationale in the regulatory context is that rate consolidation can help reduce the
frequency and complexity of rate Filings by regulated firms. According to John Guastella,
regulatory acceptance of single-tariffpricing as a matter of policy reduces costs associated
with preparing separate cost-of-service studies to allocate common costs among the
separate systems, and thus significantly reduces the cost of utility rate filings." A related ,
point is dirt rates under a single tariff are easier to communicate to customers (lowering
administrative costs) and easier for customers to understand.

In some deliberations, the focus is shined Bom differences inthe cost of service to
comparability in the value of service that utility customers receive regardless of their spatial
location. Indiana-American Water Company has argued that, "The single tariff pricing
concept is supported by the fact that any one of the Company's customers, regardless of
where that customer is located, expects, is entitled to and receives essentially the same
service as die customers in any other district.""'

In a recent regulatory proceeding involving the New Jersey-American Water Company, the
administrative law judge echoed this argument:

II
l

Inasmuch as all customers of New Jersey-American, be they New Jersey
Commonwealth or Monmoudi customers, receive comparable service on a
comparable basis, it seems only appropriate that all customers be charged
similarly... By distributing the burden of system improvement to all
customers, the relative impact is decreased. All Company customers in the
three operating groups are benefiting by the relative economics [sic] of scale
and system integration and administration the unified company produces.
Likewise, all customers should equally shoulder the costs involved."

I

:

The New Jersey Board of Public Utilities agreed with the administrative law judge in
adopting a statewide (single-tariff) price for the New Jersey-American Water Company
in this particular proceeding.

»

I

I

vz Richard E. Hargraves, Direct testimony in Cause No. 39595 before the Indiana Utility Regulatory
Commission, Indiana-American Water Co., Inc. (1993).
73 Guastella (1994).
14 Hargraves (1993).
15 New Jersey Board of Public Utilities, OAL Docket No. PUC 520795, Agency Docket No. WR-95040165,
New Jersey-American Water Company (1996), 14-15.
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Several of the commissions have implemented variations of single-tariff pricing or partial
forms of rate consolidation. The Missouri Public Service Commission, for example, once
reasoned that rate shock is the result orate changes not rate levels. Thus the commission
ordered the company in question to maintain existingrate differentials while equalizing
future rate increases. By maintaining current rate differentials and equalizing rate
increases, rate shock is minimized, subsidization is limited, and the company is afforded
greater flexibility in timing plant additions." The commission later found, for another
company, that the movement toward rate consolidation was in the public interest." But in
a subsequent rate case, and to the understandable chagrin of the utility, the commission
reiterated "that it is not committed to a specific position regarding cost recovery for capital
plant additions by means of [single-tariff pricing].""

In a phased approach, implementation of singletaxiffpricing may occur over several
commission decisions involving the same multi-system utility. According to a fanner
regulator, aphase-in plan may be especially justified when differences in rates are
"extleme.""' A phasedappxoach "facilitates the goal ofsingle tariff pricing,but does not
negate the requirement fol' filature commission approval ofits fill] imp1ementation.'*°

Interestingly, zonal rates for groups of systems can be used 'm conjunction with a phased
approach to rate consolidation. The Florida commission recently advanced a "capband"
approach establishing rates for groups of systems with similar cost characteristics,
reasoning that:

First, the capband structure represents a greater move toward the long term
goal of a uniform rate. It eliminates the need for separate rate structures for
each individual service area under the cap. The number of rates would decrease
from 56 toeight for the water facilities under the cap, and Hom 23 to six for the
wastewater facilities. Second, as noted above, the capband structure reduces
subsidies in terms of deviation from stand-alone rates. This is true both in terns
of number of service areas and number of customers. Uniform rates within the
band mitigate the subsidy within the band... [The capband rate structure]
embraces all of the advantages of the modified stand-alone rate structure and
adds the additional advantages of simplifying the rate structure by moMs the
utility closer to a uniform rate."

I

;

I

I
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is Missouri Public Service Commission, Order in Case No. 90-236, Missouri Cities Water Co. (1990).
71 Missouri Public Service Commission, Order in Case Nos. WR-95-205 and SR-95-206, Missouri-
American Water Company (1995).
vs Missouri Public Service Commission, Order in Case Nos. WR-97-237 and SR-97-238, Missouri-
American Water Company (1997).
79 Wendell F. Holland, "Acquisition Incentives Encouraging Regionalization in the Water Industry" a
speech made at the Great Lakes Conferences of the National Association of Regulatory Utility
Commissioners in Greenbrier, West Virginia (July l l , l995).
xo Pennsylvania Public Utility Commission, Western Pennsylvania Water Company, 72 PUR 4th (1986),
154.
Sr Florida Public Service Commission, Order No. PSC-96-0549-PHO-WS, Docket No. 950495-WS,
Souther States Utilities (1996), 78-79.
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The Florida decision was appealed on a variety of grounds. As noted earlier, the Court of
Appeal held that the commission need not determine that utility facilities are "functionally
related" prior to approving consolidated rates. In the same decision, the Court also found
that "no statute prohibits resort by the Public Service Commission (PSC)-in an
appropriate case to so-called "capbands" to fix rates that are just, reasonable,
compensatory, and not unfairly discriminatory."82 Specifically:

Nothing inherent in the capband methodology runs afoul of the statute. The order
under review sets rates [footnote omitted] so that no ratepayer's rates exceed by
more than seven per cent what they would have been if each system's rates had
been set on a stand alone, cost of service basis. This modest deviation from a pure
cost of service basis for individual rates pales by comparison to the magnitude of
inevitable intra-system subsidization. Nor is a pure cost of service basis as to each
individual ratepayer mandated by a statute which directs that "the commission shall
consider the value and quality of service and the cost of providing service." §
367.081(2), Fla. Stat. (1997). See Occidental Chem. Co. v. Mayo, 351 So. 2d 336,
340 (Fla. 1977) ("Given the multiplicity of methods suggested by the experts to
allocate expenses between various users, we cannot say that the Commission
departed from the essential requirements of law in relying on a range of criteria for
this purpose."). A shift in the direction of "affordability" takes the value of service
into account. Although using stepped rates or "capbands" requires offsetting
increases and does not spread offsets perfectly evenly among households paying
less than maximum rates, such use need not lead to unfairly discriminatory rates."

I

9
I

The Indiana Utility Regulatory Commission articulated the pragmatic rationale for single-
tariifpricing in the recent Indiana-American case." The press release accompanying the
commission's order asserts that the company's movement toward single-tariH` pricing is "in
the best 'interest of ad] of the customers" and that all areas will berieiit in the long term by
increased rate stability and mitigation of construction cost impacts. The order found that
single-tariff pricingwas consistent with pricing for other utility and nonutility services and
that it would help the company meet demands associated with environmental compliance,
infrastructure replacement, and service adequacy for customers." The commission also
addressed the issue of price discrimination:

There will always be customers who over a given period of time will be required to
pay higher rates than would result if they were included in some smaller or different
customer group. But this does not mean undue discrimination exists so long as
they are paying an equivalent price for an equivalent product. Moreover, we must
not forget that all of the customers today are the beneficiaries of water facilities

i
I

I
v

i

sz District Court of Appeal, First District, State of Florida, Decision in Case No. 96-447 (June 10, 1998), 1.
as Ibo., 13.
BE Indiana Utility Regulatory Commission, Order in Cause No. 40703, Indiana~American Water Company
(1997).
as Ibo., 77.
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built in the past, and the cost of developing these facilities was borne in loge part
by earlier generations of customers."i

l

i
I
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As a general rule, individual water utilities must make the case for single-tariff pricing
before regulators, who consider the merits on a case-by-base basis. The Indiana-American
decision also is instructive on this point because the case was made by the utility several
times--and the arguments rejected-before regulators were persuaded that single-tariff
pricing was in the public interest. As with many initiatives by utilities, regulatory approval
often requires more than one attempt, as well as modifications to the proposed method to
address the legitimate concerns of regulators and consumer advocates.

A few commissions have explicitly recognized single-tariff pricing as a policy tool. As
already noted, Pennsylvania regulators have placed single-tariff in the broader context of
regulatory policies to promote regionalization and specifically the acquisition of smaller,
nonviable systems." The general provisions of the commission's policy, appearing in Table
13, provides for the application of single-tariffpricing to the rates of acquired water
systems "to the extent that is reasonable.""

Similarly, New York Public Service Commission staffrnembers expect acquiring utilities tO
include a plan for "rate equalization" (with phase-in provisions as appropriate) as part of
petitions for acquisition incentive mechanisms. "

Connecticut regulators have interpreted state statutes to authorize rate equalization in
connection with mandated tdceovers." The commission also recognizes the potential use
of annual price caps (to avoid rate shock) and surcharges ("so that customers of the
acquiring company are not always obligated to assume 8.111 responsibility for the cost of
ordered improvements to the acquired company")."

Implementation Strategies

E
I

:
I

a
a

Utility regudatcers can consider several implementation strategies if they find thatrate
consolidation is in the public interest. Implementing the single tariff can be accomplished in
conjunction with acquisition proceedings. Utilities can phase-in single~tariiTpricing for all
or part of their service territory. A partial font of single-tariff pricing is to adopt a

I

If

Se Indiana Utility Regulatory Commission, Order in Cause No. 40703, Indiana-American Water Company
(1997), 81.
" Holland (1995), 10.
as Pennsylvania Public Utility Commission, Order in Docket M-00950686, Policy Statement Re:
Incentives for the Acquisition and Merger of Small, Nonviable Water and Waste Water Systems (1996).
as New York Public Service Commission, Order in Case 93-W-0962, Investigation of Incentives for the
Acquisition and Merger of Small Water Utilities (1993), Appendix E.
90 Connecticut General Statutes, 16-2620. According to Connecticut Statutes (16-262r), rate equalization
also can be used in connection with satellite management of a smaller by a larger system.
91 Connecticut Department ofPublic Utility Control, Order in Docket No. 96-03-31, DPUC Review of
Water Companies Acquisitions and Transfer Processes (January 8, 1997), 27.

67
i

i
I
I

I



USEPA .- NARUC Consolidated Water Rates

common fixed or customer charge for all utility customers, and alter variable charges based
on variations in the cost of service. Utilities can use surcharges or other mechanisms to
differentiate prices based on extraordinary costs and send customers a very specific price
signal. A partial approach to single-tariffpricing is to develop tariffs based on groupings of
systems or "zones" with rougldy similar cost or service characteristics. Another partial
approach, mentioned earlier, is to use a phased method of implementation by which rates
are made more uoifonn over several rate adjustments.

Innovative pricing options and implementation strategies for water utilities can emerge in
the context of regulatory proceedings, dispute resolution processes, and a continuing
dialog among utilities, consumers, consumer advocates, and other interested stakeholders.

Related Strategies

Commissions may want to consider implementing specific regulatory strategies in
conjunction with single-taritf pricing. First, regulators could use auditing or other
evaluation techniques to establish that utilities are meeting efficiency and other
performance goals. Second, the commission could coordinate wide other regulatory
agencies to promote compliance with water quality standards. Third, regulators could
evaluate the long-term strategic plans of water utilities for serving customers throughout
their service territories. Fourth, features of the consolidated rate could be assessed in
terms of their effectiveness in promoting efficient water use and discouraging waste. Fifth,
the commissions could implement a monitoring arid evaluation system to assess the effects
of consolidated rates on all systems and customer groups. Sixth, alternative dispute
resolution could be encouraged to provide parties wide a forum for participation and an
opportunity to reach a settlement agreement on single-tariif pricing issues. Finally,
regulators could assess utility efforts to communicate with customers about the value of
water and build understanding of the rate structure.

Commission Authority

Commission authority to approve consolidated rates has been met with legal challenges in
some jurisdictions. Obviously, single-tariff pricing policy must be consistent with a state's
legislative timework and legally sustainable. Regulatory and legal doctrine generally seem
to permit this pricing method. Legislative, judicial, or other constraints on rate
consolidation would be undesirable loom a public policy standpoint and undermine the
ability of the regulatory commissions to craft effective policies for the water industry.

In a recent case, the New Hampshire Public Utilities Commission aclmowledged the
absence of a clear regulatory standard for, or prohibition oil die use of single-tariffpdcing.
The commission essentially asserted its policymaking authority to approve rate
consolidation based on a public-interest standard:
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While New Hampshire law is replete with references to the appropriate standard for
establishing a utility's rate base and rate of return, there appears to be no specific
guidance on the point of rate consolidation or single tariff pricing. Thus, in the
absence of any legal impediment to utilizing single tariff pricing, our decision
essentially becomes one of policy that is bound only by our statutory constraints
that rates be just and reasonable and that we act in the public interest. See RSAs
37422 and 378:28.

Opponents of rate consolidation in this case argue that we should adhere to our
traditional ratemaking policy of cost causation. We find their position unpersuasive
in this case for two reasons. First, traditional cost of service regulation already
includes some measure of rate averaging in that customers are not charged the true
costs of serving them on an individual basis. Second, and perhaps More important,
stand alone rates in this case produce results for some customers that are well
beyond the zone of "just and reasonable." One needs only to look at the stand
alone rates that would result from the settlement Agreement to see just how
extreme the results are when significant investments are required in a very small
system. Most of the community systems are simply too small to absorb the
magnitude of investments mandated by environmental enactments. However,
without these investments, it is clear that the small community systems would have
been unable to provide safe and adequate water service to their customers.92

SUigle-tariff pricing evolved as a legitimate policy tool and is used by a clear majority of the
states that regulate multi-system water utilities. Rate consolidation is a tool that can be
used on a case-by-case basis, where regulators carefully weigh the evidence before them,
and as a general policy tool to encourage acquisitions and regionalization. The precarious
condition of very small water systems merits the consideration of alternative regulatory
approaches, including consolidated rates.

Rate consolidation will continue to focus attention on some fundamental regulatory issues:
Does it result in a measurable "subsidy"? Does the subsidy constitute a font of price
discrimination? Are the resultant rates just and reasonable? Do the long-term benefits of
implementing single-tariffpricirlg, including subsidization outweigh the costs? Regulators
mustbe satisfied with the answers to these questions before approving a rate consolidation
strategy, Generally, however, the commissions are airing at conclusions that support the

use of single-tariffpricing.

The commissions have demonstrated their policymaking authority to approve consolidated
rates, as well as their capacity to consider and weigh the complex ratemaldng and policy
tradeoffs involved. Only the commissions can specify the circumstances appropriate for
single-tariffpricing in their jurisdictions. Water utilities should continue to advance
innovative pricing strategies. The commissions should continue to exercise due diligence in
approving water rate structures that serve the public interest.

92 New Hampshire Public Utilities Commission, Order in Docket DR 97-058, Pennichuck Water Works,
Inc. (1998).
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Table 13
Pennsylvania Public Utility Commission
Policy Statement on Acquisition Incentives

Title 52, PaN I, Chapter 69

Incentives for Acquisition and Merger of Small Nonviable Water Utilities--
Statement of Policy

§ 69.711. ACQUISITION INCENTIVES

(a) General

To accomplish the goal of increasing the number ofmergeits and acquisitions to foster
regionalimtion, the Comuunission will consider the acquisition incentives at subsection (b).
However, the following parameters must Hrstbemet 'mmurder for Commission consideration of a
utility's proposed acquisition incentive. It should be demouistrated that:

(1) The acquisition services the general public interest;

(2) The acquiring utility meets the criteria of viability which will not be impaired by the

acquisition; that it maintains the managerial, technical, financial capabilities to safely and

adequately operate the acquired system, in compliance with the Public Utility Code, the

Sate Drinking Water Act, and other requisite regulatory requirements on a short and long

term basis;

i
i

(3) The acquired system has less than 3300 customer connections, the acquired system is not
viable; it is in violation of statutory or regulatory standards concerning the safety,
adequacy, efficiency or reasonableness of service and facilities, and that it has failed to
comply within a reasonable period of time, with any order of the Department of
Environmental Protection or the Public Utility Commission; I

I

(4) The acquired systenl's ratepayers should be provided with improved service `1n the iilture,
with the necessary plant improvements being completed within a reasonable period of time;

(5) The purchase price of the acquisition is fair and reasonable and the acquisition has been
conducted through arm's length negotiations, and

(6) The concept of single tadlfpricing should be applied to the rates of the acquired system, to
the extent that is reasonable. Under certain circumstances of extreme differences in rates,
and/or Mordabdiw concerns, consideration should be given to a phase-in of the rate
difference over a reasonable period of time.
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Table 13 (continued)
r

E
II
II

I

I

|
l
I
|

I

(b) Acquis it ion Incentives

I

II
i
i

In its efforts to foster acquisitions of suitable water and sewer systems by viable utilities when such

acquisitions are in the public interest, the Commission seeks to assist these acquisitions by

the Ase of a number of regulatory incentives. Accordingly, the Commission will consider
the followingacquisition incentives:

(1) Rate ofRietuInPremiums - Additional late of returnbasis points maybe awarded for
certain acquisitions and for certain associatediitiuprovement costs,based on so£Ecient
supporting data submitted by the utility its rate case tiling;

(2) Acquisition A<1ius\mem - In cases where the requisition costs are greater than the

dqameciated original cost, that reasonable access may be included in the rate base of the

acquixinugutility and amortized as an expense over' a 10-year period;

(3) Deferral of Acquisition Improvement Costs - In cases where the plan improvements are of
too great a magnitude to be absorbed by ratepayers at one time, rate recovery of the
improvement costs may be recovered in phases. There may be a one time treatment (in the
initial rate case) of the improvement costs but a phasing-in of the acquisition, improvements
and associated carrying-costs may be allowed over a finite period, or.

(4) Plant Improvement Surcharge - Collection of a different rate from each customer of the
acquired system upon completion of the acquisition could be implemented to temporarily
offset extraordinary improvement costs. In cases where the improvement benefits only
those customers who are newly acquired, the added costs may be allocated on a greater than
average level (but less than 100%) to the new customers for a reasonable period of time, as
determined by the Commission.

(c) Procedural Implementation

The appropriate implementation procedure for the acquisition incentives listed would be to tile the
request during the next filed Tate case. In the case of the iixst incentive, for example, the rate of
return premium, appropriate supporting data should be Filed within the rate of return section in
order for Commission evaluation of its applicability. The rate of return premium as an acquisition
incentive may be the most straightforward and its use is encouraged.

Other appropriate incentives may be considered by this Commission, provided they meet the
parameters listed at subsection (a). Acquisition incentive requests will be considered on a case by
case basis. In acquisition incentive Filings, the burden of proof rests with the acquiring utility.

s
I

I

|

i
I
I

I
!
l

Source: Pennsylvania Public Utilities Commission, Incentives for Acquisition and Merger of Small
Nonviable Water Utilities: Statement of Policy (February 28, 1996).
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APPENDIX A
GLOSSARY OF TERMS

Block rate. A billing rate applied to
water usage that varies according to
blocks of water usage (measured in
gallons or cubic feet). Seeuniform rate,
decreasing-block rate, and increasing
block rate.

allowance, above which a variable rate is
applied.

Horizontal equity. A condition under
which customers that impose similar
costs on the utility system pay similar
prices for comparable utility services.
Seevertical equity.Common-management costs. Costs

that are incurred on the basis of the joint
operation of multiple systems. Costs
under common management, given
management economies of scale and
scope, should be less for the utility than
the sum of stand-alone costs for all of
the operated systems.

Intergenerational equity. A condition
under which one generation of customers
does not pay for costs imposed on the
utility system by another group of
customers. See hon'zontal equity and
vertical equity.

Decreasing-block rate. A variable rate
that decreases with additional blocks bf
water usage. See unybrm rate and
increasing-block rate.

Increasing-block rate. A variable rate
that increases wide additional blocks of
water usage. Seeumfonn rate and
decreasing-block rate.

Equity. A condition under which costs
have been fairly allocated among
customer groups consistent with cost-of-
service and efficiency criteria. See
horizontal equity, vertical equity, and
subsidy.

Investor-owned (or privately owned)
utility. A utility owned and operated by
a private Firm on a for-profit basis. See
publicly owned utility.

EffiCiency. A condition under which
prices charged, and quantities produced
and used, are optimal (that is, not too low
or too high).

Just and reasonable. A concept used to
evaluate utility rates related to the
concept of undue discrimination.

Multisystem utilities. Public or private
utilities that operate two or more water
systems serving distinct service
territon'es, systems may or may not be
physically interconnected.

!
1

i
I
I
I

Fixed charge. The portion of a
customer's water bill that does not vary
with water usage. Fixed charges often
are used to recover administrative and
other recurring costs that are not
determined by water usage, The fixed
charge may include a minimal water

Municipal-unit doctrine. The treatment
Of a municipality as a distinct service
temltory and unit for cost allocation and
ratemaking purposes (that is, "city-based"
rates).
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Phase-in (rates). Implementation of a
significant change in rate levels or rate
design 'm phases, rather than at once, in
order to reduce rate shock to customers
and revenue instability to the utility.
Reflects the principle of gradualism.

service territory may or may not
correspond to geopolitical boundaries.

Physically interconnected systems.
Water systems joined by a system of
pipes and pumps for transporting water
(usually treated water) from one system
to another.

Single-tariff pricing. Single-tariff
pricing is the use of a unified rate
structure for multiple water (or other)
utility systems that are owned and
operated by a single utility, but that may
or may not be physically interconnected.
Under single-tariff pricing, all customers
of the utility pay the same rate for
service, even though the individual
systems providing service may vary in
terms of operating characteristics and
stand-aione costs.Primacy agency. A state agency

responsible for regulating community and
noncommumty water systems to ensure
compliance with federal drinldng-water
standards established under the Safe
Drinldng Water Act.

Stand-alonepricing. Pricing based on
the costs that a commonly owned or
managed water system would `mcur if it
replicated the same services and functions
on a basis completely independent of the
parent utility and other systems.Privately owned (or investor-owned)

utility. A utility owned and operated by
a private firm on a for-profit basis. See
publicly owned utz'Iz'z'y.

Subsidy. A transfer of welfare from one
group of customers to another that is not
based on differences in the cost of serving
the different customer groups.Public Utility Commission (PUC). A

state agency responsUale for regulating
the rates and profits of public utility
monopolies.

Tariff. The official rate schedule
document specifying all of a utility's rates
and charge, the taxiffmust be approved
by appropriate state or local governing
bodies.

Publicly ownedutility. A utility owned
and operated by a governmental agency,
such as a municipality, on a nonprofit
basis. See privately owned utility,

I
I

Undue discrimination. Price
differentiation that is not basedon
variations in the cost of service.

I

Safe DrinkingWater Act (SDWA).
The federal statute that establishes
drinking-water standards for community
and noncommunity water systems.
Substantial amendments to the SDWA
were enacted in 1986 and 1996.

Uniform rate. A variable rate that does
not change with the total amount of
water usage.

Service territory. The geographic area
served by a public utility; a utility's

Variable rate. The billing rate applied
on a per gallon or per cubic foot basis to
the amount of water used by customers
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during the billing period. The variable
rate multiplied by water usage determines
the portion of a customer's water bill that
varies with water usage.

Water utility. A public or private entity
that owns and operates one or more
water systems and typically charges
customers for the cost of providing water
service. In multi-systemutilities, two or
more water systems are owned and
operated by the utility and they may or
may not be physically interconnected.

Vertical equity. A condition under
which customers that impose different
costs on the utility system pay different
prices for utility services based on the
relevant cost differences. A related
concept isundue discrimination.

ZonalPricing. Differentiation in rates
according to substantial differences in the
cost of serving di8lerent areas. Zones
generally are defined in spatial terms and
represent geographic clusters of
customers with similar cost
characteristics.

Water system. An ilnii8structure system
for withdrawing, transporting, treating,
staring, and distributing water to a
defined service territory.
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APPENDIX B
SELECT COMMISSION ORDERS ON
SINGLE-TARIFF PRICING
California
California Public Utilities Commission. Decision No. 89-06-007. Hillview Water Company, Inc. June 7,

1989.

Connecticut
Connecticut Department of Public Utility Control. Docket No. 86-12-08. Connecticut~American Water

Company. June 2, 1987
. Docket No. 89-03-22, Connecticut-American Water Company. September2l, 1987.

Florida
Florida Public Service Commission.

Utilit ies. 1989.
| Docket No. 920100-WS.
. Docket No. 930880-WS.
. Docket No. 930892-W U.
1 Docket No. 931122-WU.

In re Rate Setting Procedure and Alternatives for Water and Sewer

Southern States Utilities, Inc. November 2, 1993.
Southern States Utilities, Inc. September 13, 1994.
Venture Associates Utilities Corp. December 30, 1994.
Lakeside Golf] Inc. February 9, 1995

await
Hawaii Public Utilities Commission. Docket No. 6434. GASCO, Inc. April 3, 1992.

Illinois
Illinois Commerce Commission. Docket No. 92-0116. Illinois-American Water Company. February 9,

1993 ,

i

I

. Docket No. 94-0481. Citizens Utilities Company of Illinois. September 13, 1995.

. Docket No. 95-0076. Illinois-American Water Company. December 20, 1995.

Indiana
Indiana Utility Regulatory Commission. Cause No. 36483. Northern Indiana Fuel & Light Company, Inc.

October l, 1981.
. CauseNo. 36427. Terre Haute Water Works Corp. November 13, 1981.
. Cause No. 38880. Indiana-American Water Company. September 26, 1990.
. Cause No. 39595. Indiana-American Water Company. February 2, 1994.
. Cause No. 40703. Indiana-American Water Company. December 11, 1997.

Iowa
Iowa Utilities Board, Docket No. RPU-94-21. ES Utilities, Inc. June 30, 1995.

Maine
Maine Public Utilities Commission. Docket Nos. 91-193 and 93-027. Michael McGovern v. Portland

Water District. February 28, 1994.

Maryland
Maryland Public Service Commission. Case No. 8643. Chesapeake Utilities Corp. August 17, 1994.

i

i
v

1
1

Massachusetts
Massachusetts Department of Public Utilities. D.P.U. 95-118. Massachusetts-American Water Company.

May 31, 1996.
I
v
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Missouri
MissouriPublic Service Commission. Case No. 90-236. Missouri CitiesWater Company. October12,

1990.

Consolidated Water Rates

Case Nos. WR-95-205 and SR-95-206. Missouri-American Water Company. November 21,

E
I
|

i
:
I
I
l

1995.
Case Nos. WR-95-205 and SR-95-206. Missouri-American WaterCompany. November 21,

1995.
Case Nos. WR-97-237 and SR-97-238. Missouri -American Water Company. November 6,

1997.

New Hampshire
New Hampshire Public Utilities Commission. Docket DR 97-058. Pennichuck Water Works, Inc, Request

for Permanent Rates. March25, 1998.

New Jersey
New Jersey Boardof PublicUtilities. Docket No. WR95040165. NewJersey~American WaterCompany.

March 3,1996.

New York
New York Public Service Commission. CaseNo. 93-W-0962. Order Instituting Proceeding and Soliciting

Comments, Investigation of Incentives for Acquisition and Merger of Small Water Utilities.
November 10, 1993.

Ohio
Ohio Public Utilities Commission. Case Nos. 88-716-GA-AIR et. all, 88-lOl1-GA-CMR.

of Ohio, Inc. October 17, 1989.

Columbia Gas

Pennsylvania
Pennsylvania Public Utility Commission, Order in Docket R-850096, Western Pennsylvania Water

Company (January 29, 1986).
. Order in Docket No. M-00950686. Policy Statement Re: IncentivesFor The Acquisition

And Merger Of Small, Nonviable Water And Waste Water Systems. February 23, 1996.

Rhode Island
Rhode Island Public Utilities Commission. Docket No. 2216. Narragansett Bay Water Quality

Management District. March 24, 1995.
I

Texas
Texas Public Utility Commission. Docket No. 4240. Texas-New Mexico Power Company. June 2, 1982.

I
l

1

1

West Virginia
West Virginia Public Service Commission. Case No. 81-126-W-42A. West Virginia Water Company.

May 26, 1982.

i . Case No. 89-498-W~42T. West Virginia-American Water Company. May 4, 1990.
. Case No. 89-498-W-42T. West Virginia-American Water Company. May 24, 1990.
. Case No. 93-0279-W-42T. West Virginia-American Water Company. January 23, 1994.

Source: Adapted and updated from Daniel W. McGill, "Memorandum on Single-Tariff Pricing"
(correspondence dated December 31, 1996).
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Source of Capital Issuance
Cost (S)

End-of-year
Capitalization

($)

Capitalization
n (percent)

Cost
Rate ($)

Weighted
Cost ($)

Short-term bank debt 4,800,000 7.47 14.00 1 ,046

First-mortgage bonds
53/8% series due 3/1/82 2,040 2,500,000 3.90 5,427 0.211

93/4% series due 5/1/95 40,544 3,000,000 4.67 9.884 0.462

10% series due 10/1/96 229,017 16,800,000 26.17 10.116 2.647

93/8% series due 8/1/96 83,423 7,840,000 12.21 9.474 1.157

Total long-tenn debt 30, I 40,000 46.95 9.54 4.477

10 percent 31,781 2,940,000 4.58 10.092 0.462

91i2 percent 19,067 1,368,000 2.13 9.602 0.204

71/2 percent 21,926 1 ,920,000 2.99 7.692 0.230

Total preferred stock 6,228,000 9.70 9.24 8.896

Common stock 986,073

ICapital su lus 7,172,538

Eamed surplus 14,875,670

Total common equity 23,034,281 35.88 15.00 5.381

Total capitalization 64,202,281 100.00 11.800

Expense Per 1 Million
Gallons of Pumped Water

District A District B District C District D Single-=
Tariff

Pricing

Fuel and power 49 91 115 102 57

ChemicalS 15 3] 76 17 20

Total operation cost 374 2,136 2,443 789 513

Total maintenance cost 103 499 277 94 116

USEPA .- NARUC Consolidated Water Rates

APPENDIX C
DETAILED EXAMPLE OF
SINGLE-TARIFF PRICING
Table C1
Cost-of-Capital Determination

Long-tenn debt bonds

Preferred stock t

Common equity

1

I

Source: Adapted from Edward M. Limbaugh, "SingleTariff Pricing," Journal American Water Works
Association 75 no. 9 (September 1984).

Table. C2

Allocation of Expenses by District and Under Single-Tariff Pricing 3

l
; Source: Adapted from Edward M. Limbaugh, "Single Tariff Pricing," Journal American Water Works

Association 75 no. 9 (September 1984).
I

I
I

I
I
I
I
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Cost and Service Characteristics District A District B District C District D

Ratebase $ 52,231,951 211,630 351,510 2,320,677
Rate of return (percent) * 1 1.80 11.80 11.80 11.80
Utility operating income S 6,163,370 24,972 41,466 273,840

sh ($)01aeration & maintenance ex 5,835,260 173,506 139,624 806,709
Depreciation ac amortization ($ 806,306 5,931 9,750 32,509
Taxes other than federal income tax ($) 1,789,540 16,527 18,728 131,035
Provision for federal income tax ($) 1,057,772 2,919 2,944 45,127
Total revenue requirement (S) 15,652,248 223,855 212,512 l ,289,220
Percentage of revenue assigned to

residential customers
53.03 70.86 66.4 64.67

Number of residential customers 51,651 534 558 5,180
Average residential water bill ($)°  ' 12.01 27.70 24.21 13.30
Impact of $50,000 investment on

average residential bill
0.12

(1%)

15.16
(55%)

$13.59
(56%)

$1.43
(11%)

Usage Charge District A (S) District B (S) Single-Tariff Pricing

(3)

17-mm (5/8-inch)meter or smaller 6.62 13.11 7.35
20-mm (3/4-inch) meter 9.78 19.67 11.06
25-mm (1-inch meter 16,30 32.78 18.40
40-mm ll/2-inch) meter 32.59 65.56 36.80
50-mm (2-inch) meter 52.15 104.91 58.90
80-mmm (3-inch) meter 97.78 196.70 110.40
100-mm (4-inch) meter 162.96 327.85 184.00
150-mm 6-inch Meter 325.92 655.69 368.00
200-mm 8-inch meter 521.47 1,049.11 568.80

First 2000 gallons/month -nu

Next 28,000 gallons/month 2.597 4.526 2.74

Next 970,000 gallons/month 1.562 3.147 1.56

Next 9 million gallons/month 1.107 3.147 1.14

All more than 10 million gallons/month 0.858 3.147 0.902

USEPA - NARUC Consolidated Water Rates

Table C3
District Revenue Requirements and Effect on Average Residential  Water Bi l l

Source: Adapted fromEdward M. Limbach, "Single Tariff Pricing,"Journal American Water Works
Association 75 no. 9 (September 1984).

From Table Cl. ° * Based on 4,500 gallons per month.•

Table C4
Comparison of Tariffs for Selected Districts Before and After Implementation of
SIBEIG-TafiN Pricing

Minimum charge
!

I

I

1
I
I

Variable charge (per 1,000 gallons)

I
i

Source: Adapted from Edward M. Limbach, "Single Tarif f Pricing," Journal American Water Works'
Association 75 no. 9 (September 1984).

i
I
1

I

I
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APPENDIX D

Date: 1996

( w

Dr. Janice A. Beecher, Director of Regulatory Studies
University

Happy New Year! Can you help me by 'king a moment to fill out this quick survey and faxing it

will make the results available to everyone.

is used to implement a single rate structure for multiple water (or other) utility

the utility pay the same rate for service, even though the individual systeuns providing service may

Water utilities with multiple systems are not necessarily found 'm every state.

1. Do any of the water utilitiesregulated by your
commission have multiple watersystems ( )?a Yes U No D

IfNi, the remaining questions are not applicable Io your slate. Please return thefts!
page of the questionnaire so that your stale will be represented in the survey.

2. If you answered Yes to Question 1, please name the multi-system water utilities, the
number of systems they operate, and the approximate number of connections for the
smallest and largest system operated by the utility. Use an additional sheet if necessary.

Utility Name
Total Number
ofSvstems

Approximate Number
of Connections for the:
Smallest Largest
Svstem Svstem

4
i
I

Has your commission approved single-tariff pricing

for any of the utilities named in Quation 1 (Ill)? N o D
Yes 0 Go to Question 4
Go to Question 5

Re :

3.

3.
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4. If your answer to Question 3 was Yes, please name the utilities and when the tariff was
first approved. Use an additional sheet if necessary. .

Urililv Name

When was the

tarzan

first approved?

5. If  your answer to Question 3 was No, please check all of the following that apply (FAI):

D
D
D
D

Single-tzuciipricing has not been an issue.

Single-tariff pricing has been considered but not specifically appmowked.
A pmposall for single-tariff pricing has been rejected.

Other:

6. Has single-tanitfpricing been enxplidtly prohibited
in your state by statute (E)? Yes U No Cl

When was the statute passed?

Please describe the nature of the prohibition: I

I

7. Has yom commission put my mMtoming fund/or

evaluation systems in place for s ingle-tariipric ing

'm cases where ithas been implemented (L-7I)? Yes U No D

If Yes, please describe:

8. If your commission approved single-tariff pricing, what was theprimary reason for the
approval?

9. I f  your commission rejected single-tariHlpric'mg, what was the primary reason for the

rejection?
i

10. Please characterize your commission's policy position on single-tariif pricing (M)?
J
D Generally accepted
D Generally not accepted
D Decided on a case-by-case basis
D Never considered
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i
I
I
I 11. If single-tariff pricing has been an issue 'm your state, whether or not it has been

implemented, please review the following arguments in favor and against single-tariff
pricing and check all that have influenced your comnlission's deliberations or policies on
the issue. Check (IZ) dl that apply:

l

5
l
1
I

I

i

I

I

g
I
;

Arguments 'm Favor of Single-TariIT Pricing
J
Cl Provides incentives for utility regionalization and consolidation
D Mitigates rate shock to utility customers
U Promotes universal service for utility customers
D Promotes ratepayer equity on a regional basis
D Improves service affordability for customers
D Addresses small-system viability issues
D Facilitates compliance with drinldng water standards
U Provides ratemakilng treatment that is similar to that for other utilities
U Lowers adnninisuative costs to the utilities
D Lowers administrative costs to the commission
U Promotes regional economic development
D Encourages further private involvement in the water sector
D Encourages investment in the water-supply infiiastruchxre
D Physical interconnection is not considered a prerequisite
D Overall benefits outweigh overall costs
U Other :

Arguments Against Single-Tariff Pricing
J
D Conflicts with cost-of-service principles
D Undennines economic efficiency
D Provides subsidies to high-cost customers
U Distorts price signals to customers
D Discourages eMcient water-use and conservation
D Encourages growth and development in high-cost areas
D Encourages overinvestment in infrastructure
D Fails to account for variations in customer contributions
D Provides unnecessary incentives to utilities
D Considered inappropriate without physical interconnection
U Not acceptable to all affected customers
D Not acceptable to other agencies or governments
D Justification has not been adequate in a specific case (or cases)
D Insutiicient statutory or regulatory basis or precedents
D Overall costs outweigh overall benefits
U Other :

I

E

I
l

1,
I Please provide any additional comments on another sheet. Thank you again for your

assistance. I look forward to working with you in 1996.

I
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APPENDIX E
DETAILED FINDINGS FROM co1v11v11ss1on SURVEY
ON SINGLE-TARIFF PRICING

I
I

i

i
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New Hampshire Public Utilities Commission Page 1 of 4

DR 97--058

pennichuck water works, inc.

Petition for Permanent Rate Increase

Order Approving Settlement Agreement and Petition for Rate
Consolidation

o R D E R N o. 22, 883

March 25, 1998

APPEARANCES: Gallagher, Callahan and Gartrell by David
A. Garfunkel, Esq. for Pennichuck water Works, Inc.: Ransmeier
and Spellman by Dom s. D'Ambruoso, Esq. for Anheuser-Busch, Inc.:
Amy L. Ignatius, Esq. for the Staff of the New Hampshire Public
Utilities Commission.

f

PROCEDURAL HISTORY
Pennichuck Water works, Inc. (Penni chuck) serves the

southern New Hampshire area, operating a core system that serves
Nashua and portions of Amherst, Merrimack, Milford, Hollis and
Bedford, as well as 10 independent community systems serving
portions of Epping, Derry, Bedford, Milford and Plaistow. On May
28, 1997, Pennichuck filed with the New Hampshire Public
Utilities Commission (Commission) a petition for an increase in
its rates and to consolidate the rates of the core and community
systems, even though the systems are not physically
interconnected.

Anheuser-Busch, Inc. (AB) , Penni chuck's largest
customer, sought and was granted intervention.

E Pennichuck requested an overall 26.98% increase in
permanent rates, on a consolidated system basis. In its
testimony filed July 10, 1997, Pennichuck also requested a
temporary increase in revenues overall, to be derived solely from
core customers, which the Commission granted by Order No. 22,683
(August LB, l997) . The 5.12% increase in revenues, on a
temporary basis, excluded the community systems and all
commercial and municipal fire protection customers. This
resulted in a 7.8% increase in rates to those core customers
affected.

Subsequent to the temporary rate order, on November 6,
1997, AB filed testimony of its expert witness, Ernest Harwig,
opposing rate consolidation. Also on that date, Staff filed
testimony of Douglas w, Brogan, James L. Lenihan and Mark A.
Naylor. Staff witness Tracy B. Guyette filed testimony on
November 13, 1997.

On December 5, 1997, AB moved for permission to file
rebuttal testimony, which Staff opposed. The Commission granted
the request and on December 23, 1997, AB filed rebuttal testimony
of Mr. Harwig. Also on that date, Pennichuck filed rebuttal
testimony of Stephen J. Densberger and its consultant Janice A.
Beecher. On January 6, 1998, AB moved to strike Dr. Beecher's
testimony, which Pennichuck opposed. The Commission denied the
motion to strike. On January 22, 1998, AB filed surrebuttal
testimony of Mr. Harwig and on the following date, staff filed
surrebuttal testimony of Mr. Brogan.

On January 30, 1998, Pennichuck and Staff submitted a
Settlement Agreement on all issues except rate consolidation.
The Commission took evidence on the Settlement Agreement and the
contested issue of rate consolidation on February 3 through 5,
1995.
II. SETTLEMENT AGREEMENT

The Settlement Agreement addressed all issues except
rate consolidation. Revenue requirements were calculated for the
systems on a stand alone basis, with Penni chuck's explicit
statement that it 'did not agree to stand alone calculations. AB
did not participate in the settlement negotiations on any issue
other than rate consolidation and took no position on the
Settlement Agreement.

Revenue deficiency for the core was set at $511,230 and
at levels for the community systems ranging from ($7,l58) to
$41,79l, based on stipulated rate base and net operating income
for the core and community systems (found as attachments to the
Settlement Agreement) . Pennichuck and staff agreed on an allowed
return on common equity of 10.358, a cost of long term debt of
7.41%, cost of short term debt of 7.43%, and a treatment of a
parent company infusion as short term debt, producing an overall
cost of capital of 8.34%.

The proposed revenue increase would be collected on all
but private and municipal fire protection customers, based on a
recent review of Pennichuck ' s 1992 cost of service study that
indicated an over-collection of fire protection charges.
Pennichuck and Staff recommend, therefore, that fire protection
rates remain at their present levels.

Pennichuck and Staff also agreed to a step adjustment
to occur simultaneously with the increase in permanent rates, to
reflect plant additions completed on or before December 31, 1997
that were made in conformance with the Safe Drinking Water Act or
mandated by the City of Nashua and/or the state for highway work,
or any projects in which $50,000 or more was expended on non-revenue producing items.
reflect one year's accumulated depreciation and related deferred

In addition, the step adjustment would

http://'www.puc.nh. gov/Regulatory/OrderY1998ords/22883w.htm1 4/22/2010



New Hampshire Public Utilities Commission Page 2 of 4

taxes and one year's depreciation expense and property taxes in
connection with the approved plant additions. Again, private and
municipal fire protection customers would be excluded from the
increase.

The proposed permanent rate increase, excluding the
step adjustment, is the same as that approved by the Commission
for temporary rates; therefore there would be no recoupment for
the difference between temporary and permanent rates. Rate case
expenses, however, would be surcharged over a 12 month period.
The actual amount of rate case expenses will be determined after
review of a compliance filing Pennichuck is to submit upon
issuance of this order.

Finally, regarding depreciation, Pennichuck and Staff
agree to use the "whole life" rather than Pennichuck' s proposed
"average remaining life" methodology, for an annual depreciation
expense of $1,272,791, which results in an annual composite
depreciation rate of 2.44%.
III . POSITIONS OF THE PARTIES AND STAFF ON RATE CONSOLIDATION

A. Pennichuck and Engineering staff
Pennichuck sought to consolidate all of the community

systems into one set of rates, even though the systems are not
physically interconnected. Applying the settlement figures,
including the step adjustment, the consolidated rate would be
approximately $253 per year for the average residential user. By
contrast, again applying the settlement revenue requirements but
keeping the rates on a stand alone basis would result in an
average residential core rate of $245 per year: the community
systems' rates would range from $291 to $1,166 per year. Single
family residential customers in the core system, therefore, would
pay an additional SB per year under the rate consolidation
proposal, while most of the community system customers would see
a decrease in their bills.

In support of the rate consolidation proposal,
Pennichuck argued that the community systems would benefit from
Pennichuck' s ability to upgrade or repair f abilities as necessary
to meet environmental mandates without fear of overwhelming
community systems' customers. Because the community systems are
small (ranging from 29 to 458 customers) r any significant capital
improvement can result in a significant increase in rates.

Pennichuck anticipates reduction in regulatory and
accounting expense if the systems are consolidated, and predicts
that with rate consolidation it would be better able to consider
purchase of small systems in the future, as the Commission has
encouraged.

Penni chuck's consultant, Janice A, Beecher, testified
that commissions have ruled both ways on rate consolidation
proposals, and found merit in Penni chuck's request. In her view,
Penni chuck's community systems are simply too small to be viable
on a stand alone basis.

Staff engineer Douglas w. Brogan testified in support
of Pennichuck' s proposal, concluding that the viability of the
systems and their ability to come into and remain in conformance
with environmental standards would be greatly enhanced by
consolidation with the core. He analyzed characteristics of the
systems and asserted that they bore strong similarities to the
core, further bolstering the arguments for rate consolidation.
He distinguished this proposal from the Consumers New Hampshire
water system in which unhappiness with rate consolidation was the
source of much of the impetus for the town of Hudson purchase of
Consumers New Hampshire's assets. According to Brogan, the
Consumers New Hampshire systems had different characteristics
than the Pennichuck systems. Further, Consumers New Hampshire's
service and water quality and utility management were not on a
par with that of Penni chuck.

Brogan stated he would not support rate consolidation
in all cases, but that the particular circumstances in this case
justified approval of the request. He felt the approximately $8
per year increase to single f Emily residential core customers
under rate consolidation was justified by the benefits that
accrued to all Pennichuck ratepayers, and the overall rate of
$253 per year was just and reasonable.

B. Anheuser-Busch, Economics and Finance Staff
AB, Pennichuck' s largest industrial customer, opposed

the rate consolidation proposal. AB's consultant Ernest Harwig
argued that consolidation of rates, also known as single tariff
pricing (STP) , was unwise regulatory policy because it breaks the
connection between rates and costs. It changes the economics for
water conservation, especially in the community systems, because
the rate decreases produced by STP weaken the incentive to
conserve. Mr. Harwig indicated that the subsidy to be paid by AB
would be $20,000 annually, and he rejected the notion that
Pennichuck is one large consolidated operation because of the
differences between demand characteristics of the core system and
those of the community systems.

Applying the Settlement revenues and assuming rate
consolidation is approved, AB's yearly charge (pursuant to a
special contract) would increase by $99,990, from $481,417 to
$581,407. Without rate consolidation, the increase would be
approximately $20,000 less, as testified by Mr. Harwig.

The Commission's Acting Finance Director, Mark A.
Naylor, testified in opposition to the proposal, arguing among
other things that by blending the rates there would be no
tracking of the specific costs of each system. In response,
Penni chuck stated that while it would not keep full books on each
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system, it would record and make available all costs on a system
by system basis. Naylor questioned Pennichuck' s anticipated
savings in regulatory and accounting costs for two reasons: 1) it
could not quantify those savings and did not provide for any
savings in this rate filing, and 2) its response noted above that
it would track the costs of each system and this would appear to
erode the anticipated savings. Mr. Naylor also testified that,
unlike other regulated utilities which are moving toward
deregulation as a result of alternative choices in "supplies" of
product, water is unique in not enjoying such supply
alternatives, and price signals to customers become even more
critical in properly managing water resources.

Staff Economist James L. Lenihan also opposed
consolidation on the ground that the systems are not physically
interconnected and, therefore, should not have rates set on a
consolidated basis. According to Lenihan, the community systems
should remain on a stand alone basis in order to reflect true
costs of each system. The "subsidy" by core customers, although
small, would be inappropriate.
Iv. cot4mIss1on ANALYSIS

We have reviewed the Settlement Agreement and testimony
and conclude that the Settlement Agreement is a sound resolution
of the rate case issues. We recognize that Pennichuck has f aced
extraordinary costs due to highway and other construction work
mandated by the State and the City of Nashua. These capital
intensive, non-revenue producing projects have put a strain on
the company, in part prompting us to approve a 5 .12% increase in
revenues on a temporary basis in August, 1997. In addition, we
recognized that the mandates of the Safe Drinking Water Act or
other environmental standards have required significant
investments in both the core and community systems.

Because of the magnitude of some of these investments,
we will accept the recommendation that we approve a simultaneous
step adjustment on the effective date of the permanent rate
increase, for certain specified improvements. To do otherwise
would force Pennichuck to file another rate case relatively soon,
which ultimately is a cost borne by ratepayers. For projects
completed in 1997 that meet the threshold criteria, we will
approve the step adjustment.

while New Hampshire law is replete with references to
the appropriate standard for establishing a utility's rate base
and rate of return, there appears to be no specific guidance on
the point of rate consolidation or single tariff pricing. Thus,
in the absence of any legal impediment to utilizing single tariff
pricing, our decision essentially becomes one of policy that is
bound only by our statutory constraints that rates be just and
reasonable and that we act in the public interest. See RSAs
374~2 and 378:28.

Opponents of rate consolidation in this case argue that
we should adhere to our traditional ratemaking policy of cost
causation. We find their position unpersuasive in this case for
two reasons. First, traditional cost of service regulation
already includes some measure of rate averaging in that customers
are not charged the true costs of serving them on an individual
basis. Second, and perhaps more important, stand alone rates in
this case produce results for some customers that are well beyond
the zone of "just and reasonable". One needs only to look at the
stand alone rates that would result from the Settlement Agreement
to see just how extreme the results are when significant
investments are required in a very small system. Most of the
community systems are simply too small to absorb the magnitude of
investments mandated by environmental enactments . However,
without these investments, it is clear that the small community
systems would have been unable to provide safe and adequate water
service to their customers.

We do not believe it would be in the public interest to
impose annual rates in the range of $800 to 51200, as would be
the case here, when a reasonable alternative is available. By
consolidating the ~co~ ~munity systems with the core system for
ratemaking purposes, all customers would face a uniform tariff
which, for the average residential customer, would be
approximately $253 per year. The rates for the average
residential customer in the core system would increase less than
$1.00 per month, for a total of $B per year, under the rate
consolidation proposal which, in light of the alternative, we
find to be acceptable. We consider a single tariff rate of
approximately $253 per year for the core residential customer to
be just and reasonable. A consolidated rate will ensure .
affordability and the continued viability of many of Pennichuck' s
community systems. It will also enable Pennichuck to operate in
a more administratively efficient manner by eliminating separate
general ledgers for each system, thereby reducing administrative
costs.

Although we are approving the rate consolidation
proposal, we share the concerns of Mr. Naylor that there is a
risk that there will be inadequate information tracked on a
community system basis and, as a result, a troubled system, or
over-investment, could escape the scrutiny of management and
regulators . We accept the commitment of Pennichuck to record
costs on a system specific basis.

We find that all investments that are the subject of
this proceeding have been prudently incurred and that the
f abilities are used and useful in the provision of public utility
service,

http://www.puc.nh. gov/Regulatory/Orders/1998ords/22883w.htm1 4/22/2010



New Hampshire Public Utilities Commission Page 4 of 4

The result of the rate consolidation proposal and the
Settlement Agreement, including the step adjustment, will be an
additional increase of 12.97% for customers (excluding fire
protection customers) for bills rendered on or after April 1,
1998. Together with the temporary rate increase approved in
August, 1997 (which mirrors the permanent rate increase approved
by this order) Pennichuck will see a total l6.77% increase in
revenues and general metered core customers will see a total
20.77% increase in rates over those in effect prior to the filing
of the rate case in the summer of 1997. The billing impact for
core customers as of April 1, 1998, however, will be 12.97%,
given that 7 .B% of the increase has already been included in
rates as of the temporary rate order last August. As of April 1,
1998, community system customers will see increases or decreases
in their bills according to whether their community system rate
had been above or below the consolidated rate of approximately
$253 per year.

Finally, we emphasize that by approving rate
consolidation in this case, we are not accepting it as a generic
policy for all water companies.

Based upon the foregoing, it is hereby
ORDERED, that the Settlement Agreement reached between

Pennichuck and Staff is APPROVED; and it is
FURTHER ORDERED, that Pennichuck' s rate consolidation

proposal is APPROVED; and it is
0 FURTHER ORDERED, that Pennichuck shall file its final

rate case expense request within five days for Staff review and
Commission consideration: and it is

FURTHER ORDERED, that Pennichuck shall submit a
compliance tariff within five days in conformance of this order.

. By order of the Public Utilities Commission of New
Hampshire this twenty-fifth day of March, 1998.

Douglas L. patch
Chairman

Bruce B. Ellsworth
Commissioner

Susan s. Geiger
Commissioner

Attested by:

Thomas B. Getz
Executive Director and Secretary
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